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ABSTRACT  
Revenue losses due to tax non-compliance pose a substantial risk for all 
governments, including the South African government. As part of its risk 
management system, the South African Revenue Service has identified the small, 
medium and micro enterprise sector as one of the seven high-risk areas and 
indicated that non-compliance in this sector remains high. The first focus area of any 
tax compliance risk management system is to ensure registration for the relevant 
taxes payable.  
The objective of this study was to establish whether any demographic factors could 
be used to select small businesses to investigate whether they are meeting their 
registration compliance requirements for income tax, Value-Added tax as well as the 
employee related taxes. In order to achieve the research objectives of the study, two 
sequential research methods were applied. During the first phase of the research, a 
literature review was conducted to develop a heuristic model consisting of two levels. 
The first level described the factors that could influence the tax compliance 
behaviour of a small business. The second level of the heuristic model describes the 
different taxes a small business could be liable for and when it must register for each 
of those taxes. During the second phase, the variables influencing registration 
compliance were statistically analysed for each of the taxes to determine if they 
significantly influence the compliance status. 
The study found that several factors have an impact on the registration compliance 
of small businesses. The demographic factors were analysed separately for each of 
the three different tax groups used in the study. The results indicate that in the 
majority of cases all three tax groups share the same demographic factors that 
would either have a positive or negative impact on the compliance of the entity. 
Profiles for the most compliant business type (per tax type) and the least compliant 
business type (per tax type) were compiled. 
The results of the study can be used by the South African Revenue Service to target 
their compliance and information actions to help improve registration compliance by 
small businesses.  
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 CHAPTER 1 
INTRODUCTION 
1.1 Introduction 
Internationally and in South Africa, small, medium and micro enterprises (SMMEs) 
play a vital role in economic growth and job creation (World Bank, 2007). Evidence 
exists that a strong SMME sector can lead to economic and political stability and 
sustainability in a country. It is therefore disturbing to note that South Africa currently 
has a high failure rate of SMMEs (estimated between 70% and 80%) (Cant & 
Ligthelm, 2002:1). Studies investigating reasons for SMME failure have identified 
taxes and administration associated with these taxes as one of the biggest threats 
facing the small business section (Cant & Ligthelm, 2002:2; Roberts, 1999; 
Smulders, 2008:8). 
Despite the high failure rate, SMMEs contribute 36.1 per cent of South Africa’s gross 
domestic product (GDP) and employ 68.2 per cent of the workforce in the private 
sector (World Bank, 2007:1). These figures clearly illustrate the importance of this 
sector in South Africa’s growth and economic development.  
Currently, an SMME has to comply with the requirements of up to 17 different direct 
and indirect taxes depending on its size (turnover, number of employees, etc.). A 
study by the World Bank revealed that the complex nature and administrative burden 
associated with these taxes results in many SMMEs electing not to register but 
rather attempt to stay informal and limit their growth (World Bank, 2007:xi).  
Although non-registration by some small businesses is because they fall outside the 
application frameworks of a tax, some businesses consciously decide not to comply 
with the legislation. Previous research has indicated that various factors influence a 
business’s tax compliance decisions. The Organisation for Economic Co-operation 
and Development (OECD, 2004:9) has developed the Compliance Risk 
Management Process (Figure 1.1) that identifies different compliance decisions a 
business has to make. These key areas represent risks for the tax authority for which 
2 
 
specific compliance risk management processes must be put in place in reducing the 
risk. The OECD have identified four different compliance risks (see Figure 1.1).  This 
study focused on the first aspect of compliance risk identified in this framework, 
namely registration compliance. The motivation for this selection can be found in the 
fact that if a business is not registered for a specific tax, it will not be required to file 
returns, submit reports or make payment.  
 
Figure ‎1.1: Compliance Risk Management Process 
(Source: OECD, 2004:9) 
Having identified registration non-compliance as an important risk to be managed, 
this study aimed to classify demographic factors that can be used to detect potential 
non-compliers. 
On-going research into tax compliance in South Africa has assisted the South 
African Revenue Service (SARS) to identify seven broad areas to focus on during 
the next five years. Small businesses have been identified as a focus area for 
increased compliance focus actions, for example, registration drives will be 
conducted amongst SMMEs.  
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According to the South African Revenue Service Compliance Programme 2012/13 – 
2016/17, the compliance activities for small businesses will focus on: 
 Improving registration of small and micro businesses through a registration 
drive with other government agencies; 
 Encouraging small businesses toward a developed structure of record-
keeping for the purpose of sound business practice and assisting in tax 
compliance; 
 Providing more electronic options for registration, filing and payments; 
 Cooperating with other government agencies to enhance the existing “one-
stop” shop where small businesses can have all their regulatory needs 
serviced; 
 Imposing administrative penalties for non-compliance, including late 
submission of returns; 
 Using agency appointments for the collection of outstanding debts (South 
African Revenue Service, 2012a). 
This study aimed to compliment the registration compliance actions by SARS 
through identifying businesses that can be targeted for improved education and 
compliance enforcement. The study analysed national and international literature, 
investigating factors influencing a business’s decision to register or not. The 
results of the analysis formed the first level of a heuristic model of factors 
influencing SMMEs’ compliance behaviour. In order to evaluate the compliance 
behaviour of SMMEs, an analysis of the legislative requirements for registering for 
each of the different taxes for which the small business could be liable was 
conducted. These requirements formed the basis of the second level of the 
heuristic model. This heuristic model (Figure 1.2) was applied to data obtained 
from small businesses to determine any specific demographic factors that 
significantly influence their compliance behaviour for any of the taxes included in 
the heuristic model.  
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Figure ‎1.2: Development of Heuristic Model (Framework)  
1.2  Background 
This study evaluated the registration compliance behaviour of businesses in the 
SMME sector in South Africa. This section provides the context and framework 
within which the study was undertaken. 
 Defining small, medium and micro enterprises 1.2.1
An evaluation of studies done relating to small, medium and micro enterprises 
revealed that various definitions and classifications are used by different authors 
(World Bank, 2007:3; Tustin et al., 2005: xi). This section provides an overview of the 
different definitions that have been applied and the definition used in this study.  
The Government defines a ‘small business’ in the National Small Business Act of 
1996, section 1 as follows: 
a separate and distinct business entity, including co-operative 
enterprises and non-governmental organisations, managed by one 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Demographic factors  
 
 
 
 
 
  
Tax compliance  
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owner or more which, including its branches or subsidiaries, if any, is 
predominantly carried on in any sector or subsector of the economy. 
This definition is complemented by a set of guidelines for specific industries. These 
can be used to classify businesses as micro, very small, small or medium 
enterprises. The guidelines make provision for the use of either the number of full-
time employees, the total annual turnover or the total gross asset value to classify an 
enterprise as either micro, very small, small or medium (RSA National Small 
Business Act, Chapter 4, Schedule). 
The Income Tax Act No.58 of 1962 (hereafter Income Tax Act 1962) does not 
provide a specific definition of small, medium and micro enterprises; instead, specific 
sections of the Act make provision for certain businesses to benefit from specific tax 
relief. For example, the Sixth Schedule of the Income Tax Act 1962 defines which 
entities will qualify as a micro business for turnover tax purposes. These definitions 
will be examined in Chapter 3. 
This study makes use of the data included in an omnibus study conducted by 
Finscope Survey 2010 (section 4.4.1); the definition of an SMME applied in the data 
collection process was used in this study. The Finscope study defined a small 
business as: 
A small business is defined as an enterprise owned by an owner being 
16 years or older, perceiving themselves to be business owners and 
employing less than 200 employees. 
 Importance of the SMME sector in South Africa 1.2.2
As stated previously, SMMEs make an important contribution to the South African 
economy (contributing more than a third of GDP) and employment. The importance 
of the sector is further illustrated by the fact the GDP only grew at an average of five 
per cent per year between 2004 and 2007, compared to the SMME sector that grew 
by 27 per cent based on the total number of formal enterprises registered in the 
Stats SA Integrated Business Register (Manuel, 2008:2; RSA Department of Trade 
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and Industry, 2008: xxvi). This rapid growth is partly due to the fact that SMMEs 
formed a key focus area in the government’s economic development, poverty-
alleviation and job creation strategies, resulting in various support and development 
programmes for SMMEs being implemented (Mahadea & Pillay, 2008:432, RSA 
Department of Trade and Industry, 2008: xxiv). Despite these initiatives, employment 
creation through SMME development has proved to be problematic. Philip and 
Hassen (2008) identified regulatory and associated administrative burdens and 
access to finance as the biggest constraints in developing the sector. They also 
found that government strategies to reduce these burdens have proved to be largely 
ineffective.  
Despite the limitations in the SMME sector, it is projected that approximately 90 per 
cent of new jobs will be created by small- and expanding firms, and that by 2030 the 
small- and medium-sized firm’s share of economic activities would have grown 
substantially (RSA National Planning Commission, 2011:93). According to Trevor 
Manual (then Minister in the Presidency), the SMME sector is important for achieving 
the “National Development Plan – Vision for 2030” objective: 
Reducing poverty through tackling unemployment along with dealing 
with poor education are the most important of the 2030 proposal. 
(Bauer, 2011) 
The SMME sector is important not only from an economy development point of view 
but can also make an important contribution from a fiscal point of view. SMMEs 
contribute to the fiscus amongst others in the form of income tax, Value-Added Tax 
(VAT) and employees’ taxes and levies. Although SMMEs are required to comply 
with all taxation legislation, they are not only confronted with the compliance 
decisions factors but the organisational structure places unique challenges on these 
businesses. 
The South African Revenue Service in their Compliance Programme 2012/13 – 
2016/17 has identified small businesses as a priority area on which the focus will fall 
in the next five years. As the registration for tax remains low in this sector, the 
compliance level of small businesses will be strictly monitored. Registration drives 
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are planned with other government agencies to register businesses on site in order 
to bring them into the tax system (South African Revenue Service, 2012a). 
 Small businesses’ tax burden and administration cost 1.2.3
Already in his 2010 Budget Speech, the Minister of Finance, Pravin Gordhan, 
stressed that everyone must pay their fair share of tax to ensure that the overall tax 
rates remains at a moderate level (Gordhan, 2010:15). The Minister later reiterated 
that anybody earning an income by means of employment or any other economic 
activity (including those operating small businesses) must meet their responsibility 
toward the state and the people of South Africa (Gordhan, 2011:33). 
Despite a willingness to pay and meet their responsibilities, tax compliance poses 
several challenges for SMMEs. Previous studies (Abrie & Doussy, 2006; Mahadea & 
Pillay, 2008) have indicated that tax complexity and compliance costs are important 
determinants of compliance. The following have been identified as the main costs 
associated with the cost of complying with all the regulations and administrative 
deadlines (Jones, 2009; World Bank, 2007:7; Abrie & Doussy, 2006:7; Smulders, 
2008:8) 
 Direct costs: The cost of employing a bookkeeper or making use of the 
services of a professional accounting firm (outsourcing of the tax function). 
 Indirect costs: Time spent on administration is time lost in earning money. 
This inevitably leads to administration not being a business owner’s first 
priority. 
 Costs of non-compliance: Interest and penalties imposed by SARS. 
 Costs imposed by the tax system itself: An example is VAT, which in effect 
provides a competitive advantage to the entity that is registered as opposed to 
the unregistered vendor who pays more because they cannot claim the VAT 
portion on a product. 
 Once-off costs: Including the registration process, objections and alternative 
dispute resolutions. 
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 Audit inspections: Should a business be subject to an audit inspection or 
written enquiry from SARS, the business owner is forced to spend valuable 
time on preparing for the audit or answering a written enquiry. Depending on 
the outcome of the audit or enquiry, it could also result in additional penalties 
and interest being payable by the small business. 
 Communication time: Communication with SARS is required in order for a 
business to become and remain tax compliant. The interaction takes time, 
especially if the service delivered by SARS is not up to standard. This results, 
once again, in a possible loss of billable income or additional costs incurred 
by the business. 
In 2004 it was estimated that the compliance cost for SMMEs in South Africa was 
R79 billion (about 6,5% of SA’s GDP) (Mahadea & Pillay, 2008:436). The World 
Bank found not only that tax compliance costs are an important hurdle for SMMEs 
development but also that compliance costs are regressive. The smaller a business, 
the heavier the burden is on the business (World Bank, 2007:vii).  
To reduce the time and cost of preparing, filing and paying of taxes, government has 
initiated several incentives. Studies have found that small business owners are often 
ignorant of the tax incentives available to them. Possible reasons for this could be 
that SARS campaigns are not always successful (Abrie & Doussy, 2006:6) or the 
administrative requirements and processes to apply for these incentives may pose 
some limitations (Venter & De Clercq, 2007:148). Some small businesses prefer to 
stay informal in order to avoid the additional administrative burden 
(World Bank, 2007:83) that comes with being tax compliant. 
 In South Africa SMMEs have to comply with at least 17 different taxes and 
levies depending on the formal structure of the business. These include 
Income tax, Provisional tax, Dividends tax, Value-added tax, Employees’ tax, 
Capital gains tax, Estate duty, Securities transfer tax, Transfer duty, 
Donations tax, Customs and excise duty, Skills development levies, 
Unemployment insurance fund, Environmental levy, Property tax, Business 
licences and occupational injuries and diseases fund.  
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Government has recognised the complexity of the system and therefore introduced 
the turnover tax system in an attempt to alleviate this burden (Manuel, 2008:21). The 
turnover tax system is available to businesses with a turnover of up to R1 million per 
annum and replaces income tax, provisional tax, capital gains tax, as well as VAT. If 
the small business employs people, it still needs to calculate employees’ tax and 
submit the returns to SARS. Additional relief for SMMEs was announced in the 2012 
Budget Speech (Gordhan, 2012:15). This includes increasing the tax-free threshold 
for small business corporations while also reducing the tax rate. Reforms of the 
turnover tax for micro businesses were also announced. These enterprises will now 
be able to pay turnover tax twice a year, thereby reducing the indirect cost of 
spending time on administration. 
The above changes would be welcomed by SMMEs as it has been indicated that 
small business would rather prefer simple cuts in tax rates as opposed to tax 
incentive schemes that often prove to be more onerous as they require sophisticated 
systems and skilled staff and instead of providing tax relief, only result in increasing 
compliance cost (Abrie & Doussy, 2006:11; Venter & De Clercq, 2007:149). 
Although the Government has introduced some measures to streamline the business 
environment for SMMEs and to provide some tax relief, Minister Gordhan (2010:13) 
indicated that improving tax compliance and broadening the tax base are critical to 
ensuring that appropriate taxes are collected, even though certain challenges exist 
when dealing with the SMME sector. One of the biggest challenges is that the SMME 
sector comprises both formal and informal enterprises. It is estimated that 
approximately 50 per cent of the informal sector is made up of street vendors, street 
caterers, spaza shops and shebeens (Philip & Hassen, 2008:13). The lack of formal 
employment opportunities in most developing countries has compelled more 
individuals into informal/necessity entrepreneurs (Ligthelm, 2010:138; 
Gollin, 2008:219). Because they have no fixed income, their income is not easily 
verifiable against third-party data, and there is no independent audit of accounts or 
formal record keeping, SMMEs are regarded as a high-risk group in most countries 
(SARS, 2012a). 
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Due to the high-risk nature inherent to SMMEs, this study evaluated the compliance 
behaviour of businesses in the SMME sector in South Africa. 
 Tax compliance framework 1.2.4
Tax compliance refers to the extent that citizens of a country meet their legal 
obligations (SARS, 2012a). Non-compliance may be the result of unintentional error, 
deliberate fraud or the differences due to the interpretation of legislation 
(OECD, 2004:7). 
Internationally, from a revenue collection perspective the SMME sector represents a 
high-risk area due the number of SMME enterprises, the fact that their income is not 
fixed and that the income is not easily verifiable against third-party data 
(OECD, 2004). Other factors, such as the commercial structure of the business that 
lacks formal record-keeping, independent audits and proper cash handling, also 
contribute.  
Based on the factors identified above, SMMEs are prone to being non-compliant in 
one or more of the following areas: 
1. Registration as a taxpayer; 
2. Timely filing of the required tax information and returns; 
3. Reporting of complete and accurate information; 
4. Payment of taxation obligations on time. (OECD, 2004:7) 
In order to maximise the overall level of compliance, revenue authorities 
internationally need to address the risks associated with each area of potential non-
compliance. Compliance risk management (Figure 1.1) is a structured process for 
the identification and treatment of tax compliance risks and the evaluation of the 
effectiveness of the treatment strategies implemented. 
The structured risk management process, according to the OECD, involves the 
following: 
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 Continuous monitoring of both the operating context of the authority and 
taxpayer activity; 
 Identifying, assessing and prioritising risks to the revenue, the taxation system 
as a whole and the reputation of the authority in the community; 
 Understanding the factors underlying the taxpayer behaviour that drive any 
non-compliance; 
 Addressing the non-compliant behaviour; and 
 Evaluating the success of any intervention. (OECD, 2004) 
This study aimed to determine whether any demographic factors influence the 
registration of a small business. Demographic factors are defined as the 
socioeconomic characteristics of a population expressed statistically. The results 
could assist in improving the risk management process in South Africa more 
effectively and assist tax practitioners in identifying clients that might be exposed to 
non-compliance risks.  
1.3 Research Objectives 
The objective of the study was to determine whether any demographic factors 
influence the registration compliance of a small business for selected taxes levied in 
South African on SMMEs.  
In order to achieve this objective the following research question was formulated: 
Which factors have a significant influence on the registration compliance 
of small businesses? 
In order to answer the research question developed for the study, the following sub-
objectives were set: 
 Identify factors that could be used to explain compliance behaviour of 
SMMEs. 
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 Analyse the different taxes and levies that SMMEs must register for in South 
Africa. 
 Analyse an SMME’s compliance status using its demographic profile to 
determine whether any of these factors significantly influence non-
compliance.  
1.4 Research Methods and Design 
This study consisted of two sequential research phases.  
 During the first phase, a combination of qualitative and doctrinal research 
approaches was used. During the in-depth literature review, factors that could 
be used to explain compliance behaviour of the SMME were investigated. 
This was followed by an analysis of the legislative requirements of each of the 
taxes for which an SMME could be liable. Legislation that were enforced 
during 2010 were used in order to correctly evaluate the data. The results 
were used to develop a heuristic model of factors that could significantly 
influence registration compliance behaviour by SMMEs.  
 During the second phase of the study, the variables influencing registration 
compliance included in the heuristic model were statistically analysed for each 
of the taxes included in the survey to determine whether they significantly 
influence the compliance status of the respondents for that tax. 
The analyses were based on the data obtained in the Finscope South Africa Small 
Business Survey 2010. Permission was obtained from the data owner to use the 
data for academic research purposes. The study made use of secondary data and 
met all the ethical protocols and policies of UNISA. 
1.5 Limitations of Scope 
The survey made use of a self-reporting questionnaire, which required respondents 
to indicate if they were registered for the different taxes included in this study. The 
data used in the preparation of the results are based on the views of the respondents 
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(business owner) and were not verified against actual registration documents. It is 
therefore possible that a business owner indicated that they were registered for a 
specific tax although they were not.  
Only taxes for which a small business must register will be included in the remainder 
of the thesis. 
1.6 Conclusion 
This chapter has provided an overview of the importance of SMMEs in economic 
growth and job creation in South Africa and the risks associated with them, but has 
also raised concerns about the compliance of SMMEs pertaining to tax. 
The objective of this study was to determine if any demographic factors influence the 
registration of a small business for selected taxes levied on SMMEs in South Africa. 
In order to reach the objective of this study, sub-objectives were formulated (section 
1.3). This is followed by the literature review (Chapter 2) and a review of the taxes 
levied in South Africa (Chapter 3). The data analysis is presented in Chapter 5. A 
heuristic model (Figure 1.2) has been developed to assist in identifying the 
demographic factors that could influence the registration compliance of the SMME. 
This dissertation has been structured into the following chapters in order to achieve 
the purpose of this study: 
CHAPTER 1: INTRODUCTION 
In this chapter the introduction and background to the study was provided. The 
research problem and objectives of the study were formulated, followed by an 
explanation of the research method applied in the study. 
CHAPTER 2: SMME TAX COMPLIANCE 
In order to achieve the research objective, level one of the heuristic model, namely 
factors influencing SMME tax compliance, is developed. This chapter analyses the 
concept of tax compliance and compliance models. Lastly, the demographic factors 
that have a significant influence on tax compliance of an SMME are investigated.  
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CHAPTER 3: TAX REGISTRATION AND ADMINISTRATIVE REQUIREMENTS FOR 
SMMES 
In this chapter, level two of the heuristic model is expanded by considering the 
different taxes that a small business should register for and the registration 
requirements for each of these taxes. The aim of this chapter is to determine if any 
demographic factors can be used to determine which businesses are not complying 
with their tax registration compliance responsibilities.  
CHAPTER 4: METHODOLOGY 
The aim of this chapter is to describe the two research methods applied in this study. 
During the first phase, a literature review was conducted. In the second phase, an 
interpretative research approach was adopted by applying a quantitative analysis of 
the results obtained. The chapter provides an overview of the data collection and 
verification process followed for the data used in the study. The chapter concludes 
with the demographic profiling of the respondents who participated in the survey. 
CHAPTER 5: ANALYSIS AND INTERPRETATION OF RESEARCH FINDINGS 
This chapter determines whether the demographic factors included in the heuristic 
model have a significant influence on the registration compliance of small 
businesses for selected taxes in South Africa. In order to achieve the objective of this 
chapter, a descriptive analysis of the dependent variables for each tax is considered. 
Inferential statistics were used to determine if the differences identified are 
statistically significant.  
The chapter concludes by indicating which factors have a significant influence on the 
registration compliance of the small business in respect of selected taxes in South 
Africa. 
CHAPTER 6: CONCLUSION 
In this chapter, a summary and conclusions of the study are provided as well as 
recommendations for further research. 
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 CHAPTER 2 
SMME TAX COMPLIANCE 
2.1 Introduction 
The objective of the study was to determine if any demographic factors influence the 
registration compliance of a small business for selected taxes levied in South Africa 
on SMMEs. The objective of this chapter is to: 
Identify factors that could be used to explain compliance behaviour of 
SMMEs. 
This objective will be achieved by developing a heuristic model of factors influencing 
SMME tax compliance. To this end the chapter starts with an analysis of the concept 
of tax compliance (section 2.2) as well as previously developed taxpayer compliance 
models (section 2.3). In the last section of the chapter, demographic factors that 
have a significant influence on tax compliance of SMMEs will be investigated 
(section 2.4). The different types of tax applicable to SMMEs and their legislative 
requirements will be analysed in Chapter 3. 
2.2 Tax Compliance  
 Introduction  2.2.1
Silvani and Bauer (1997) point out that various descriptions exist for the term “tax 
compliance”. For the purpose of this study the description developed by the South 
African Revenue Service for the South African context was used. The South African 
Revenue Service (SARS, 2012a) defines tax compliance as: 
the degree to which taxpayers and traders, along with intermediaries 
like practitioners and clearing agents meet their legal obligations.  
Tax compliance is generally divided into two groups, namely enforced compliance 
and voluntary compliance. Enforced tax compliance refers to actions taken by the 
revenue authority to ensure that taxpayers meet their compliance obligations (Ho & 
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Wong, 2008:373). Although only a relatively small portion of tax returns is subject to 
enforced compliance actions, in terms of the utility theory this is an important action 
to ensure that voluntary compliance takes place.  The utility theory means that 
economists consider people’s willingness to pay different amounts for different goods 
(Wikipedia 2013). 
The South African Revenue Service, like most other revenue authorities, recognises 
that effective tax collection relies on taxpayers’ willingness to voluntarily do the right 
thing, also known as voluntary compliance (SARS, 2012a). This willingness is 
however in conflict with the taxpayer’s inherent objective, namely to maximise own 
value (Chan, Troutman & O’Bryan, 2000:84; Ho & Wong, 2008:373). Revenue 
authorities must aim to increase voluntary compliance despite this internal conflict. 
Internationally, it has been found that increased voluntary compliance can be 
achieved by instilling taxpayer confidence in the tax system and its administration 
(OECD, 2004:7).  
Jackson and Milliron (1986) found that taxpayers are confident in a tax system if the 
system is perceived to be fair and effective. Their study found that the system should 
therefore limit non-compliance opportunities and in cases where taxpayers are found 
to be non-compliant, action must be taken against them. In order to assist revenue 
authorities to improve and maintain tax compliance in their systems, the 
Organisation for Economic Co-operation and Development (OECD) has developed a 
compliance risk management process. The process identifies the key areas of 
compliance risk that should be addressed in order to improve the perceived 
effectiveness and fairness of the system (OECD, 2010:9)  
 The compliance risk management process 2.2.2
As part of the process of understanding compliance risk and the perceptions of 
taxation systems that influence voluntary compliance, the Organisation for Economic 
Co-operation and Development performed a comprehensive literature review, which 
included studies by amongst others James, Hasseldine, Hite and Toumi (2001); 
Webley (2004); Cullis, Jones and Morrisey (1993); and Murphy (2002). The aim of 
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this chapter is not to replicate the work done by the OECD but to analyse the results 
in order to identify the findings that are relevant for the current study and then, where 
appropriate, expand on or contextualise the seminal work done.  
The analysis of the interaction between taxpayers and a country’s tax system 
identifies the following four pillars of compliance, each requiring specific actions by 
the taxpayer to meet their compliance obligation: 
1. Registration in the system for each of the taxes a person is liable for; 
2. Timely filing or lodgement of information required by the tax system; 
3. Reporting complete and accurate information (this also requires good record 
keeping to support information provided); and 
4. Payment of all tax obligations on time (OECD, 2004:7).  
The OECD points out that if  taxpayers fails to meet their obligations of any one of 
the interaction points s/he will be considered to be non-compliant by the revenue 
authorities. Considering the South African definition of non-compliance 
(section 2.2.1), it is clear that this description also applies to South African taxpayers.  
Non-compliance studies reveal that taxpayers who are considered to be non-
compliant can be divided into two broad groups, namely those who are not 
complying due to an unintentional error and those who commit intentional fraud in 
order not to meet their taxation obligations or reduce their tax obligations (OECD, 
2004:7, Venter & Pretorius, 2013).  
Internationally, revenue authorities need to focus their limited resources on the 
country’s major risk areas of non-compliance. As part of this process, the taxpayer 
interaction points must be analysed to identify the different risks. In order to assist 
revenue authorities, the OECD developed the compliance risk management process 
framework. This framework can be used by a revenue authority as part of a 
structured and systematic evaluation process to identify the risk in its tax system. 
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The Compliance Risk Management Process (Fig 2.1) is designed as a continuous 
process that requires knowledge and understanding of compliance risk management 
and taking appropriate action for each action identified.  
This process allows revenue authorities to follow a systematic approach to identify, 
assess, rank and treat tax compliance risk, for each of the four key areas, namely 
registering, filing, reporting or remitting of tax obligations. The result of the process is 
normally a plan of action to address non-compliance risks in each of the areas 
(OECD, 2004). 
 
Figure ‎2.1: Compliance Risk Management Process 
(Source: OECD, 2004:9) 
 
Each of the components of the Compliance Risk Management Process will now be 
briefly discussed. 
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 Operating context 2.2.2.1
The operating context describes the situation or circumstances in which the tax 
authority operates. The operating environment can be influenced by the political, 
socio-economic and organisational context in which the administration operates. The 
operating context establishes the boundaries in which compliance risk strategies can 
take place. This needs to be assessed in order to address any changes that could 
have a detrimental effect on the compliance risks (OECD, 2004:11). Additional 
factors that should be taken into account that may have an influence on the 
operating context of the revenue authority includes the financial resources of the 
revenue authority, government’s position on specific tax legislation changes, and the 
adequacy of the staff complement (OECD, 2004:12). 
In South Africa, the legislative mandate of the South African Revenue Service 
(SARS) is to contribute to South Africa’s development as an internationally 
competitive economy (SARS, 2006a). One of the ways the organisation fulfils its 
mandate is via the promotion of a culture of tax compliance among taxpayers 
(Venter, De Clercq & Van Dyk, 2007). In order to entrench this culture of compliance, 
the South African Revenue Service has included, as part of its mission, the goal of 
providing a quality service to taxpayers (SARS, 2007). 
The amount of revenue needed by government in South Africa is determined through 
a budget process, which takes into account the expected expenditure and expected 
revenue of the different government departments (Venter, De Clercq, Swanepoel, 
Posthumus, Doussy, Heyns & Van Aardt, 2010). National Treasury is responsible for 
setting the tax regime and income tax is levied according to the Income Tax Act 
1962. However, the Income Tax Act 1962 is administered by the Commissioner for 
the South African Revenue Service in terms of the Tax Administration Act 2011. The 
Commissioner delegates his powers to the South African Revenue Service officials 
who are responsible for the collection of the taxes due. The South African Revenue 
Service also makes use of agents such as employers to collect income tax on its 
behalf.  
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 Identify risk 2.2.2.2
The purpose of compliance risk identification is to identify specific risks that a 
revenue authority is required to deal with, therefore limiting possible oversights. 
During the risk identifying process, both the “source” and “impact” of the risk need to 
be considered. Risks can be identified by using either a strategic (top-down) or 
operational (bottom-up) approach or a combination of both (OECD, 2004:16). Client 
segmentation has been proven central to the process of identifying risks, since 
segmenting the taxpayer population group into groups with similar characteristics or 
features can assist in identifying compliance risk at each segment level. The 
segmenting can be based on the size of the business with reference to turnover or 
gross revenue or on the number of employees (OECD, 2004:19). Segmentation can 
also be based on industry type, type of tax or the type of risk identified.  
Segmenting the taxpayer population can assist the revenue authorities to better 
identify and categorise compliance risk. This, in turn, will assist revenue authorities 
to better address the non-compliance risk associated with a specific tax population 
group. As discussed previously, SARS has identified the SMME as a risk sector in 
the South African tax system (SARS, 2012a). 
 Assess and prioritise risk 2.2.2.3
Once a risk has been identified, the risk needs to be quantified as not all risks can be 
addressed due to limited resources. When prioritising the risk, the possible 
consequence as well as the likelihood that the risk will occur must be brought 
together. This can be done in the form of a matrix (Figure 2.2). 
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Extreme High High Severe Severe Severe 
Very 
High 
High High High Severe Severe 
High Significant  High High High High 
Medium Moderate Moderate Significant Significant Significant 
Low Low Low Moderate Moderate Significant 
  Rare Unlikely Possible Likely Almost 
certain 
  Likelihood 
Figure ‎2.2: Compliance Risk Rating Matrix 
(Source: OECD, 2004:28) 
The risk classification according to the matrix is, however, not the end of the 
prioritisation process, as the initial rating has to be constantly revisited and 
cognisance has to be taken of other steps in the process that may influence the risk 
rating. In South Africa, this process is of the utmost importance as the country has a 
relatively small tax base and any erosion of the tax basis could have a significant 
impact on revenue collection (Stanlib, 2012). 
 Analyse compliance behaviour 2.2.2.4
In order for any response to the risks identified to be effective, a clear understanding 
of the motivation behind non-compliant behaviour is required. Research conducted in 
some of the OECD countries has identified the following factors that could influence 
taxpayer behaviour (Webley, 2004; Cullis et al., 1993; Murphy, 2002; Australian 
Taxation Office, 2013). These factors can be grouped as economic or behavioural 
factors (Table 2.1). 
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Table ‎2.1: Factors Influencing Taxpayer Behaviour  
Economic factors Behavioural factors 
Financial burden Individual differences 
Cost of compliance Perceived inequity 
Disincentives Perception of minimal risk 
Incentives Risk taking 
(Source: OECD, 2004) 
All of these factors combine to determine taxpayers’ compliance behaviour at a 
specific time; a change to any of these factors could change a taxpayer’s 
perceptions and behaviour related to tax compliance.  
 Determine treatment strategies 2.2.2.5
Following the identification of the risk as well as identifying the driver of the non-
compliant behaviour, an appropriate treatment strategy to address the behaviour is 
developed. An effective compliance programme should include both proactive and 
reactive measures ranging from education to prosecution (Allingham & Sandmo, 
1972). A requirement for the effective strategy is that it should target the specific 
segment of the population in which the non-compliance is the highest (Fiscalis Risk 
Management Platform Group, 2010:8). One such proactive measure would be to 
“reward” compliant taxpayers. According to Torgler and Valev (2010), rewards 
provide taxpayers benefits for paying taxes instead of the cost of not paying taxes. 
 Plan and implement strategies 2.2.2.6
The effective application of the chosen strategy relies on the resources, design and 
execution capabilities of the revenue authorities. The revenue authority needs to 
apply the limited resources available to its administration in an effective and efficient 
way to reach the desired compliance outcomes (OECD, 2004:58). 
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 Evaluating compliance outcomes 2.2.2.7
In order to determine the efficiency of the strategies implemented, the strategies 
should have clearly defined and measurable objectives. Evaluation criteria should be 
determined at the time that the treatment strategy is developed. 
The above framework aims to assist the revenue authorities with appropriate 
application of scarce resources to: 
 respond quickly to changing circumstances; 
 ensure that the treatment strategies are applied to activity of the highest 
priority, and that those strategies have a high probability of success; 
 leverage the impact of interventions; and 
 optimise collections under the law while maintaining community confidence in 
the system (OECD, 2004:9). 
Research by the OECD found that factors influencing compliance are similar in all 
countries but vary in importance. To address the tax compliance effectively in each 
country, a structured risk management process needs to be developed and 
implemented based on the situation in that particular country (OECD, 2004:70). 
In the OECD model, registration is the first interaction point creating a taxpayer 
obligation in the compliance process. Being the first compliance point, non-
compliance at this point has the effect that a taxpayer will be non-compliant in all 
other areas as well, as a taxpayer needs to register before filing, reporting or 
payment can take place. As registration is such a critical first step in the compliance 
process, the focus of this study was on the registration requirements for the different 
taxes and the process that should be followed.  
Following the OECD principles of a structured risk management process, the South 
African Revenue Service have identified seven broad areas on which the compliance 
efforts will be focused (SARS, 2012a). These key areas are as follows 
: 
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1. Wealthy South Africans and their associated trusts; 
2. Large business and transfer pricing; 
3. Construction industry; 
4. Illicit cigarettes; 
5. Undervaluation of imports in the clothing and textile industry; 
6. Tax practitioners and trade intermediaries; 
7. Small businesses. 
This study focuses on the last of the key areas identified by the South African 
Revenue Service, namely “small businesses”; more specifically, on the first area in 
the non-compliance risk management model, namely non-registration (SARS, 
2012a).  
As stated previously, due to the inherent nature of the small business, the 
registration in the sector remains low, mainly because small businesses’ income is 
variable and cannot be verified against third-party data because it is cash based. In 
addition, these entities lack formal commercial registration and/or record keeping. 
This lack of record keeping limits the use of independent audits of their tax returns 
and accounts (SARS, 2012a). In Chapter 3, the legislative requirements for each of 
the type of taxes applicable to an SMME will be analysed in order to determine when 
small businesses become liable to register for a specific tax. 
Internationally, authors have investigated tax compliance behaviour of taxpayers in 
an attempt to identify factors that have an influence on tax compliance behaviour. In 
the following sections, different taxpayer behaviour models that have been 
developed to explain taxpayer behaviour will be investigated. These models will be 
used to evaluate the behaviour of taxpayers included in this survey to determine if 
some of these factors can be used to predict compliance behaviour by small 
business owners in South Africa. 
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2.3 Taxpayer Compliance Models 
Various tax compliance studies attempt to understand why taxpayers comply or fail 
to comply with tax legislation. According to Kirchler, Hoelzl and Wahl (2008), studies 
have found that in most cases where the public perceives the system to be unfair, it 
results in an increase in tax non-compliance. Building on work done by others, Roth, 
Scholz, and Witte (1989) identified two attributes that have a substantial influence on 
tax compliance behaviour, namely financial self-interest and moral commitment.  
The first attribute can be described as where an individual will attempt to maximise 
his expected utility by weighing the uncertain benefits of successful evasion against 
the risk of detection and punishment (Roth et al., 1989). In the case of taxation, the 
potential costs and benefits of evasion are measured in monetary terms, with 
detection and deterrents (for example penalties and interest) being the primary focus 
(Chan et al., 2000). As the actual detection rate of non-compliance is relatively low in 
most countries compared to the relatively high compliance rates, it is clear that other 
factors also have a major impact on taxpayer behaviour. Roth et al. (1989) described 
the factors that influence taxpayers’ compliance behaviour as the taxpayer’s moral 
commitment. Moral commitment describes the taxpayer’s view on his responsibility 
to obey the tax laws. This view is affected by various cultural and political influences. 
Several studies have investigated the moral behaviour of taxpayers and the factors 
that influence it. Although a taxpayer’s moral behaviour is a very complex process, 
Fischer, Wartick and Mark (1992) use the results of previous studies to develop a 
taxpayer compliance model that integrates economic, sociological and psychological 
variables into one model (hereafter referred to as Fischer’s taxpayer compliance 
model; Figure 2.3). 
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Figure ‎2.3: Fischer’s Taxpayer Compliance Model 
(Source: Fischer et al., 1992) 
In Fischer’s taxpayer compliance model, the variables that influence tax morality are 
categorised into four groups:  
 demographics (age, gender),  
 non-compliance opportunity (education, income level, income source and 
occupation),  
 attitudes and perceptions (ethics, perceived fairness of the tax system), and  
 structure of the tax system (complexity of the tax system, tax rates and 
detection probability).  
According to Fischer’s taxpayer compliance model, various demographic factors will 
have an indirect influence on taxpayer compliance through their effects on non-
compliance opportunities as well as attitudes and perceptions (Chan et al., 2000). In 
this study, demographic factors relating to the small business owner and their 
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activities will be analysed to determine if they influence the tax compliance behaviour 
of the small business. 
The “attitudes and perceptions” concept have both a separate and a combined effect 
on tax compliance; firstly, the process of reasoning and thus influencing the moral 
development of the taxpayer; secondly, the conclusion of the reasoning process 
which will influence the taxpayer’s attitude towards the perceived fairness or not of 
the tax system (Rest, 1986). If a taxpayer perceives the system to be unfair it will 
result in an increased use of the non-compliance opportunities available to the 
taxpayer. These two variables, namely moral development and taxpayer attitude, 
have a direct bearing on the attitudes and perceptions of the taxpayer and have 
been described in the literature. 
The moral development of a taxpayer can be described as the reasoning involved in 
an ethical consideration process (Rest, 1986). Taxpayers will assess their own 
behaviour against their own internal values and codes of conduct to assess whether 
their behaviour is “right” or “wrong” (Kohlberg & Candee, 1984). Previous research 
has indicated that this internal value system will influence taxpayers’ attitude, and 
therefore their tax compliance behaviour (Westat, 1980; Kohlberg & Candee, 1984;  
Yankelovich & White, 1984). The actions of and the resulting effect on others can 
influence a taxpayer’s attitude towards compliance. Various studies have indicated 
that small amounts of tax evasion are generally not viewed as being morally wrong 
or considered a serious crime (Song & Yarbrough, 1978; Westat, 1980; Yankelovich 
& White, 1984).  
When considering the tax system or tax structure as a factor that influences tax 
compliance, the system as whole has to be considered. This includes the legal 
framework as well as the administrative capacity of the authority. Empirical evidence 
suggests that factors such as progressive versus proportional tax rates and detection 
probability are significant structural variables linked to compliance behaviour 
(Fischer et al., 1992; Alm, 2011). 
As far back as 1992, Ian Ayres and John Braithwaite developed regulatory pyramids 
that could be applied in a variety of scenarios ranging from school bullying to 
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corporate crimes to explain behaviour. Applying these pyramids to tax non-
compliance studies, Braithwaite (2006) indicates that the factors described in the 
Australian Taxation Office compliance programme model (Australian Taxation Office, 
2006; Australian Taxation Office, 2007) confirms that a taxpayer’s attitude has a 
major influence on compliance behaviour.  
Braithwaite (2006) suggests that a combination of factors will cause taxpayers to 
adopt a set of values, beliefs and attitudes towards compliance. Accordingly, 
taxpayers can broadly be divided into two groups, namely the non-compliant group 
and the compliant group. The non-compliant group is represented by those 
taxpayers who have either decided not to comply as well as those that do not want to 
comply. The compliant group, on the other hand, is represented by those taxpayers 
who are trying to comply but do not always succeed and those that are willing to do 
the right thing.  
The Australian Taxation Office model provides a structure to describe the factors that 
influence the compliance behaviour of taxpayers and can be used to ensure that the 
most appropriate intervention for the particular circumstances is identified and 
implemented (Australian Taxation Office, 2007). 
The Australian Taxation Office (2007) compliance model (figure 2.4) consists of two 
parts; firstly the circle, which indicates the factors that influence tax compliance 
behaviour, namely business, industry, sociological, economic and psychological 
(BISEP) factors. The second part, the pyramid, shows a continuum of taxpayer 
attitudes towards compliance, with the most compliant at the base and the non-
compliant at the top. The pyramid also indicates the different types of intervention to 
correspond with the different attitudes of taxpayers towards compliance (Australian 
Taxation Office, 2007). The aim of the compliance model is thus to address the 
drivers of non-compliance rather than the behaviour itself; thereby optimising 
voluntary compliance (Australian Taxation Office, 2007).  
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Figure ‎2.4: ATO Compliance Model 
(Source: Australian Taxation Office, 2007:11) 
The Australian Taxation Office developed a “Participation in the System Indicators” 
which shows that the level of participation in the system was found to be a good 
indicator of the general level of compliance with obligations. The indicators used are 
a combination of taxation, economic and demographic data to estimate the 
participation in the four pillars of compliance (Australian Taxation Office, 2011). 
Studies suggest that addressing a taxpayer’s attitude towards compliance and 
encouraging a taxpayer to “do the right thing” can move a taxpayer to the bottom of 
the pyramid where the cost of ensuring compliance is the lowest. Revenue 
authorities can then focus their efforts on those non-compliant taxpayers at the top of 
the pyramid that made a decision not to comply with their obligations (Australian Tax 
Office, 2013). 
The models discussed above have been incorporated by the South African Revenue 
Service in developing effective strategies to address their compliance efforts, 
especially for SMMEs (section 1.1). Yet the perception persists that non-compliance 
by SMMEs is still high and further action needs to be taken to improve the situation 
(SARS, 2012a).  
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To assist in understanding which demographic factors influence the registration 
compliance of a small business, the various demographic factors identified in 
Fischer’s taxpayer compliance model will be investigated in the following section. 
2.4 Demographic Factors Influencing Tax Compliance  
 Introduction 2.4.1
Studies undertaken to identify and describe factors that influence tax morale and 
behaviour of taxpayers have shown that taxpayer behaviour is a very complex 
process (Roth et al., 1989). The Fischer taxpayer compliance model was the first 
compliance model to integrate economic, sociological and psychological variables 
into one model. This model indicates that various demographic factors will have a 
direct or indirect influence on taxpayer compliance as the objective of this study is to 
determine which demographic factors influence tax compliance by small businesses. 
This model was used as the basis for the literature review.  
The factors identified have been the focus of various international studies that 
confirmed the impact of one or more of these factors on tax compliance (Fischer et 
al., 1992; Braithwaite, 2006; Torgler & Valev, 2006; OECD, 2010; Barbuta-Misu, 
2011; McGee, 2012;). Some of these studies confirmed the factors identified in the 
Fischer taxpayer compliance model but then also identified additional factors that 
influence compliance behaviour of taxpayer. These additional factors were included 
in the literature review provided below. 
One of the most comprehensive studies investigating tax compliance was done by 
McGee (2012). In this study data was collected as part of the World Values and 
Beliefs Survey which covered 82 countries and 200 000 individuals. In his study, 
gender, age, education level, religion, marital status, and income level were 
identified as determinants of personal ethics that influenced the person’s tax 
compliance behaviour.    
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The remainder of this section presents a critical analysis of the literature dealing with 
factors that influence tax compliance behaviour and a discussion of its application to 
SMMEs.  
 Age  2.4.2
Studies investigating age as a demographic factor influencing tax compliance have 
found contradicting results. Some studies have indicated that people become more 
respectful of authority and the law as they get older, thus improving their compliance 
behaviour, whereas other studies have indicated otherwise (Babakus, Cornwell, 
Mitchell & Schlegelmich, 2004; McGee, 2012). Studies by Oberholzer and Stack 
(2009) and Lieberman (2002) found that the age of the taxpayer has an impact on 
the perceptions of the importance of tax compliance in South Africa.  
The World Values Survey divided respondents into age groups, namely those older 
than 50 years, those between the ages of 30 to 49 years and lastly, those between 
the ages of 15 to 29 years. The results found that the oldest group (50+) was 
opposed to tax evasion in 72 of the 82 countries surveyed. The people in the age 
group 30 to 49 years were most opposed to tax evasion in only eight of the countries 
while the people in the youngest age group (15 to 29 years) were most opposed to 
tax evasion in only two of the countries surveyed.  
World Values Survey also found that in the majority of the countries (88%), tax 
compliance increases with age. McKerchar (2002) points out that a possible reason 
for younger taxpayers to be less compliant is the fact that they are less 
knowledgeable about tax matters, whereas Putnam (2000) states that younger 
taxpayers are more sceptical about government authority, resulting in a lower trust in 
the system. Lastly, a lack of a well-developed sense of moral obligation was found to 
be another reason why younger taxpayers are less compliant (Orviska and Hudson, 
2002). 
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 Gender  2.4.3
Jackson & Milliron (1986) found that gender as a demographic variable has a 
significant impact on tax non-compliance. However, despite several studies 
investigating this demographic variable it seems that there is no conclusive answer 
to the question whether men or women are more ethical and tax compliant (McGee, 
2012:415).  
A number of studies have found that women are more compliant in general (Dollar, 
Fishman & Gatti, 2001; Swamy, Knack, Lee & Azfar, 2001) and also more compliant 
when it comes to tax matters (Aitken & Bonneville, 1980; Mason & Calvin, 1978). 
Perumal (2008) found that there are no significant differences between males and 
females regarding their attitudes towards tax evasion and non-compliance. 
In a comparative study by McGee (2006) in which the genders’ ethical views of 66 
different studies were compared, it was found that more studies indicated women to 
be more ethical than men. Ho and Wong (2008:374) found that tax compliance rate 
is higher when taxpayers have a strong belief that tax evasion is unethical. It is 
therefore submitted that the evidence suggests that men would be more willing to be 
non-compliant. 
This notion was supported by the findings of the World Values survey, where the 
question whether it was ever justifiable to cheat on taxes if one had the opportunity 
to do so was posed to both men and women. In 63 per cent of the countries, 
including South Africa, women were significantly more opposed to tax evasion than 
men, and only somewhat more opposed in an additional 29 per cent of the countries. 
No specific reasons why women were more opposed to tax evasion than men were 
indicated. 
 Ethnicity  2.4.4
The review of the literature suggests that ethnicity has a significant effect on the 
compliance of taxpayers. When evaluating ethnicity as a demographic factor, the 
findings varied depending on the country in which the study was conducted and the 
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country’s historical background. Significant differences in perceptions on tax non-
compliance were found in a study comparing Malays and Chinese as well as 
Chinese and Indian respondents (Palil, 2005; Kasipillai, Aripin & Amran, 2003). 
In a survey of students at a South African University, McGee and Goldman (2012) 
tested the views of 191 students about the ethics of tax evasion. The survey 
consisted of 18 statements and the respondents were asked to agree or disagree 
with each statement, using a seven-point Likert scale. The survey found that whites 
were more opposed to tax evasion than Africans in 17 of the 18 statements, with four 
of the statements indicating a significant difference. Other ethnic groups were not 
included due to small sample sizes. 
In a more recent study, McGee and Ross (2014) used data from the World Value 
survey and grouped the 3 000 respondents into four ethnicity categories, namely 
white, coloured, south Asian and black. The study found that whites were most 
opposed to tax evasion with south Asian and black the least opposed. The difference 
between whites and coloureds was statistically insignificant. 
 Marital status  2.4.5
When considering marital status as a factor influencing tax compliance, McGee 
(2012) argued that the perception exists that married people should be more 
responsible than single people and therefore more likely to be tax compliant. 
Alternatively, it could be said that married people may be more prone to tax evasion 
as they have more expenses, which in turn affects their ability to pay taxes. These 
assumptions were tested in the analysis of the World Values survey. The survey 
found that widows were the group that are most tax compliant, followed by those 
who were married, separated, living together as married, single or never married and 
lastly, divorced (McGee, 2012:475). In a similar study on South African attitudes on 
tax evasion, McGee and Ross (2014) found that divorced people are most opposed 
to tax evasion followed by married people and widowed people. 
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 Education 2.4.6
Educational background was identified as a demographic factor that influences 
respondent’s attitudes towards tax compliance (Oberholzer & Stack, 2009). McGee 
(2012) found that a higher level of education results in taxpayers being more averse 
to tax evasion. A possible reason for this is that educated persons may have more 
respect for the law (McGee, 2012: 451). In their study on taxpayer compliance, Chan 
et al. (2000) found that higher levels of education are directly linked to a reduced 
likelihood of tax compliance.  
 Province 2.4.7
In the recent study done by McGee and Ross (2014), one of the demographic 
variables that were investigated was the provinces in South Africa. The results from 
their study showed that the Western Cape is more opposed to tax evasion than any 
other province, with people from the Northern Cape being the least opposed to tax 
evasion. The ranking of the provinces is provided in Table 2.2. 
Table ‎2.2: Ranking by Region 
RANKING BY REGION 
(Cheating on taxes is: 1 = never justifiable; 10 = always justifiable) 
Rank Region Mean Std. Dev. n 
1 Western Cape 1.8 1.60 271 
2 Eastern Cape 2.2 2.08 454 
3 KwaZulu 2.4 2.25 624 
4 Gauteng 2.5 2.22 560 
5 Mpumalanga 2.6 2.25 192 
6 Northern Province 2.9 2.60 357 
6 North West 2.9 2.34 244 
8 Free State 3.2 2.40 182 
9 Northern Cape 4.5 3.67 26 
(Source: McGee & Ross, 2014:26) 
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 Area classification 2.4.8
In a survey by the IRS Taxpayer Advocate Service, it was found that tax compliance 
rates differ between communities based on the geographical areas they are in 
(Fishman, 2013). Despite the fact that no specific study could be found that 
compares the tax compliance views of rural and urban areas, the results of the 
provincial distributions analysis suggest that there might be a difference as the 
majority of rural provinces are at the lower end of the scale (Table 2.2). Various 
service delivery protests, especially in rural communities (Alexander, Runciman & 
Ngwane, 2014), suggest that the area in which an SMME operates could influence 
its compliance behaviour. In a country where a homogenous tax system is in place, 
as is the case in South Africa, it can be expected that there would also be a 
difference in compliance rate between the urban and rural areas. 
 Type of business 2.4.9
Systems applied in business can contribute to or hamper tax compliance in a 
business. Retail business generally has more sophisticated accounting records, 
making it easier to obtain the information required for compliance (Tustin et al., 
2006). Venter and Pretorius (2013) found that the type of business has an influence 
on its tax compliance. Although international studies did not consider type of 
business as a demographic variable for tax compliance, Abdullah and Ahmad (2002) 
found that occupation is not related to compliance. It was confirmed by the findings 
of Abdul-Latiff, Amin-Nordin, Che-Omar & Harijito (2005) that tax knowledge of 
Malaysian taxpayers is considered low for all occupations.  
 Income level 2.4.10
In the Fischer’s taxpayer compliance model (1992), income level was identified as a 
factor that may create non-compliance opportunities for the taxpayer. One may 
assume that the higher the income level, the higher the likelihood for tax evasion, as 
there is a general feeling that the rich are being overtaxed and exploited. On the 
other hand, due to their inability to pay, the poorer income group may also be more 
prone to tax evasion (McGee, 2012: 485). The results from the World Values survey 
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revealed that in 35 of the 82 countries there was no discernible trend of 
correspondence between the income level and aversion to tax evasion. An upward 
trend was identified in 25 countries where people became less averse to tax evasion 
as income increases. South Africa was identified amongst these 25 countries where 
the aversion to tax evasion increased as the income level increased. A downward 
trend was identified in only six countries where people became more averse to tax 
evasion as income increases. 
2.5 Conclusion 
In this chapter, the concept of tax compliance was investigated using the OECD’s 
Compliance Risk Management Process. Registration for a specific tax was identified 
as the focus of the study, as non-compliance in this area will lead to non-compliance 
in all four areas for the compliance model. Fischer’s tax compliance model (1992) 
was used as a basis for the literature review in order to determine which 
demographic factors to consider that could influence tax compliance by SMMEs.  
The objective of identifying specific demographic factors that influence tax 
compliance was to determine if it could be used as indicators of non-compliance. If 
the statistical analysis reveals that it is indeed a significant indicator of tax 
compliance, it will enable the South African Revenue Service to allocate its limited 
resources to these specific taxpayers, as well as assist the tax practitioners who are 
assisting these SMMEs to manage their risks and potential liabilities. 
The factors that influence taxation registration non-compliance were discussed in 
this chapter and form the first level of the heuristic model (Figure 2.5).  
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Figure ‎2.5: Factors Significantly Influencing Tax Compliance (Level 1) 
The second level of the heuristic model, namely the different taxes an SMME could 
be liable for and the registration requirements for each of these will be discussed in 
the next chapter.  
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 CHAPTER 3 
TAX REGISTRATION AND ADMINISTRATIVE REQUIREMENTS 
FOR SMMEs 
3.1 Introduction 
The objective of this study was to determine whether any demographic factors 
influence the registration compliance of a small business for selected taxes levied in 
South Africa on SMMEs. The objective of this chapter is to: 
Analyse the different taxes and levies for which SMMEs must register in 
South Africa. 
In the previous chapter, the first level of the heuristic model (Figure 3.1) was 
developed by identifying demographic factors that could be used as indicators of 
non-compliance. This chapter expands on the heuristic model developed in the study 
by considering the different taxes that a small business must register for and the 
registration requirements for each of these taxes.  
This chapter provides the legal framework within which the survey data was 
analysed. For each of the potential taxes a small business could be liable for, the 
levying provision of the relevant acts will be investigated to determine which 
transactions or businesses are subject to the tax and under which conditions. If a 
small business could be subject to the types of tax under review, the registration 
requirement for the specific tax will be discussed in sub-section one of each of the 
sections in section 3.3. 
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Figure ‎3.1: Factors Significantly Influencing Tax Compliance (Level 1) 
3.2 Components of the Taxation Registration Compliance Heuristic Model 
In determining the tax rates for each tax levied in South Africa, National Treasury 
aims to ensure that the overall tax level remains moderate and that everyone pays 
their fair share. This includes small businesses (Gordhan, 2010:15). Consistent with 
international best practices, South Africa has various types of tax that are levied on 
different types of business and different types of transactions (World Bank, 2007:1).  
Various studies have investigated the taxation of small businesses (Chamberlain & 
Smith, 2007; Coolidge, Domagoj & Kisunko, 2008; Smulders, 2008;). A review of 
these studies as well as publication by the South African Revenue Service (South 
African Revenue Service, 2011a; South African Revenue Service, 2011b) identified 
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the following taxes that should be included in the taxation registration compliance 
heuristic model (refer to section in brackets for details of the tax): 
 Turnover (section 3.3.2); 
 Income tax (section 3.3.3); 
 Value-Added Tax (VAT) (section 3.3.4); 
 Employees’ tax (section 3.3.5); 
 Employee-related levies (section 3.3.6); 
 Other taxes and levies (section 3.3.7). 
The following section provides a description of the principles for each of the taxes 
listed above followed by the registration requirements of the tax under review. 
It is important to note that as the survey was conducted during 2010, to evaluate if a 
small business should have been registered for a specific tax the legislation enacted 
during that period will be investigated. However, where significant changes in 
legislation have been enacted after this date, it will be referred to briefly to indicate if 
these changes had an influence on the registration liability of a small business.  
3.3 Registration Requirements per Tax 
 Introduction 3.3.1
The previous section identified the different taxes included in the taxation registration 
level of the heuristic model. In the following sections, each of the taxes included in 
the model will be discussed in order to identify the application scope of the tax as 
well as its registration requirements. 
 Turnover tax 3.3.2
The turnover tax system came into effect from 1 March 2009 and provides a 
simplified tax system for qualifying micro businesses (SARS, 2011b:i). Instead of 
paying tax on income and capital gains, the taxpayer only pays tax on its turnover. 
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Micro businesses will however still have to pay payroll taxes such as employees’ tax, 
unemployment insurance fund (UIF) contributions, and skills development levies 
(SDL) on the remuneration paid to employees (SARS, 2011b:4; Stiglingh, 
Koekemoer, Van Schalkwyk, Wilcocks, De Swardt & Jordaan, 2010:694).  
A micro business that elects to pay turnover tax will, for the year of assessment from 
the beginning of March until the end of February, annually pay tax on its taxable 
turnover. The tax due will be calculated by applying a tax rate (see Table 3.1 below) 
to the taxable turnover of the business (RSA Income Tax Act 1962: sections 48A and 
48B). The turnover tax rates change periodically. Micro businesses have to make 
two six-monthly interim payments (RSA Income Tax Act 1962: Sixth Schedule 
paragraph 11t), non-payment or under-estimation of the amount due will result in 
penalties and interest being applied. 
Table ‎3.1: Turnover Tax Rates (2010) 
TAXABLE TURNOVER MARGINAL RATES (R) 
R0 – R150 000 0% 
R150 001 – R300 000 1% of each R1 above R150 000 
R300 001 – R500 000 R1 500 + 2% of the amount above R300 000 
R500 001 – R750 000 R5 500 + 4% of the amount above R500 000 
R750 001 and above R15 500 + 6% of the amount above R750 000 
(Source: National Treasury, 2009) 
As previously indicated, the tax brackets and rates change periodically. When 
comparing the 2010 table (Table 3.1) and the 2016 table (Table 3.2), it is clear that 
there has been a significant decline in the rate at which the tax is levied and the 
threshold at which the tax becomes payable.  
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Table ‎3.2: Turnover Tax Rates (2016) 
TAXABLE TURNOVER MARGINAL RATES (R) 
R0 – R335 000 0% 
R335 001 – R500 000 1% of each R1 above R335 000 
R500 001 – R750 000 R1 650 + 2% of the amount above R500 000 
R750 001 and above R6 650 + 3% of the amount above R750 000 
(Source: National Treasury, 2015) 
As the tax is payable on the “taxable turnover”, this definition needs to be analysed 
further. The Income Tax Act defines taxable turnover (RSA Income Tax Act 1962: 
Sixth Schedule paragraph 1) as all receipts not of a capital nature plus amount 
specifically included (RSA Income Tax Act 1962: Sixth Schedule paragraph 6) minus 
amounts specifically excluded (RSA Income Tax Act 1962: Sixth Schedule 
paragraph 7) minus amounts refunded to customers that were included in taxable 
turnover of the previous year (RSA Income Tax Act 1962: Sixth Schedule 
paragraph 5). 
The following amounts are specifically included in taxable income in terms of 
paragraph 6 of the Sixth Schedule (RSA Income Tax Act 1962): 
6.  The taxable turnover of a registered micro business includes— 
(a)  50 per cent of all receipts of a capital nature from the disposal of— 
(i)  immovable property mainly used for business purposes, other 
than trading stock; and 
(ii)  any other asset used mainly for business purposes, other than 
any financial instrument; and 
(b)  in the case of a company, investment income (other than dividends and 
foreign dividends).  
Paragraph 7 of the Sixth Schedule (RSA Income Tax Act 1962) excluded the 
following amounts from taxable turnover: 
7.  The taxable turnover of a registered micro business does not include— 
(a)  in the case of a natural person, investment income; 
43 
 
(b)  any amount exempt from normal tax in terms of section 10(1)(y) 
[Government grants], 10(1)(zA) [Assistance in respect of exports], 
10(1)(zG) [State subsidy to film-owners], and 10(1)(zH) [Industrial 
development awards]; 
(c)  any amount received by that registered micro business where that 
amount accrued to it prior to its registration as a micro business and 
that amount accrued was subject to tax in terms of this Act; and 
(d)  any amount received by that registered micro business from any person 
by way of a refund in respect of goods or services supplied by that 
person to that registered micro business.  
[own addition]  
It is important to note that if the micro business is a company or close corporation 
100 per cent of investment income will be included in taxable turnover as the 
investment income exclusion only applies to natural persons.  
One of the benefits of the turnover tax system is that it only taxes amounts received 
and not amounts accrued (RSA Income Tax Act 1962: Sixth Schedule paragraph 1). 
Another important benefit of the system is that because the turnover of the business 
is taxed and not the profits, there is no need for the entity to keep records of 
expenses and retain the documents for tax purposes. To comply with its registration 
requirements the business would have to keep some specified records relating to its 
turnover (refer to 3.3.2.1). 
When the turnover tax system was introduced, entities were not allowed to register 
for turnover tax and VAT simultaneously (SARS, 2011b:4). The deletion of section 
8(2C) of the VAT Act now gives entities registered for turnover tax the choice to 
register for VAT as well. This change provides small businesses with the opportunity 
to obtain a VAT registration number required for most tenders in the public sector.  
If an existing taxpayer meets the registration requirements and wants to elect to be a 
micro business, the business must apply to become a micro business before the 
beginning of a new year of assessment and must then remain in the system for at 
least three years unless it is specifically disqualified. Any new taxpayer may register 
44 
 
for turnover tax within two months from commencing business activities (Income Tax 
Act 1962: Sixth Schedule paragraph 8(b)). 
If a micro business exits the turnover tax system, either voluntarily or compulsorily, it 
cannot re-register for a period of three years (RSA Income Tax Act 1962: Sixth 
Schedule paragraph 9(3)). Compulsory deregistration occurs when the taxpayer no 
longer qualifies for registration or the qualifying turnover of the micro business 
exceeds R1 million, or is likely to exceed R1 million for the year of assessment (RSA 
Income Tax Act 1962: Sixth Schedule paragraph 10). If the Commissioner is 
satisfied that this is a temporary event, he may direct the micro business to remain 
registered (RSA Income Tax Act 1962: Sixth Schedule paragraph 10(3)).  
The registered micro business must notify SARS within 21 days from the date on 
which it no longer qualifies as a micro business (RSA Income Tax Act 1962: Sixth 
Schedule paragraph 10(1)). The entity would therefore be assessed for two periods 
during that year of assessment, the one being under the turnover tax system and the 
other under the normal income tax system (Stiglingh et al., 2010: 699). 
All micro business must submit a final tax return with the actual amount of taxable 
turnover for the year of assessment to SARS by the determined due date. If the 
actual taxable turnover exceeds the interim payments made, an additional payment 
will be required (SARS, 2011b:12). 
 Registration requirements: Turnover tax 3.3.2.1
The most important registration requirement is that the taxpayer must elect to 
become a micro business. This is done by completing and submitting a TT01 form to 
SARS (SARS, 2013a). Sole proprietors (individuals), partnerships, close 
corporations, co-operatives and companies can elect to become a micro business, 
provided that the qualifying turnover does not exceed R1 million (RSA Income Tax 
Act 1962: Sixth Schedule paragraph 2(1)(b)). It should be noted that micro 
businesses that render professional services are excluded from the turnover tax 
system (RSA Income Tax Act 1962: Sixth Schedule paragraph 3(d)).  
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To maintain the business status as a micro business it is required to keep record of 
the following: 
 amounts received during the year of assessment; 
 dividends declared during the year of assessment;  
 a list of all the assets of the micro business at the end of the year of 
assessment with a cost price of more than R10 000; and 
 liability which exceeds R10 000 the end of the year of assessment (RSA 
Income Tax Act 1962: Sixth Schedule paragraph 14). 
The general administrative provisions contained in the Income Tax Act will also apply 
to the turnover tax system. 
 Income tax 3.3.3
All persons must register and pay normal tax based on the various provisions of the 
Income Tax Act. Section 5 of the Income Tax Act 1962 states that normal tax is 
payable on a person’s taxable income received during the year of assessment, 
except for a business registered as micro business. In order to determine who is 
liable for tax, the definition of a person as contained in section 1 of the Income Tax 
Act 1962 has to be analysed: 
“person” includes— 
(a)  an insolvent estate; 
(b)  the estate of a deceased person; 
(c)  any trust; and 
(d)  any portfolio of a collective investment scheme other than a portfolio of a 
collective investment scheme in property,  
but does not include a foreign partnership. 
It is important to note that the definition starts with “includes”, therefore the normal 
meaning of the word has to be considered. The Oxford dictionary defines a person 
as  
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“person”: individual human being. (Concise Oxford Dictionary, 1982) 
Although all persons are subject to tax, the Income Tax Act differentiates between 
different taxpayers in terms of rate payable as well as the calculation of specific 
aspects of taxable income. A persons’ taxable income for the year of assessment is 
defined in section 1 of the Act. Section 1 of the Income Tax Act 1962 defines taxable 
income as: 
The aggregate of: 
(a) The amount remaining after deducting from the income of any person all 
the amounts allowed under Part I of Chapter II to be deducted from or set 
off against such income; and 
(b) All amounts to be included in the taxable income of any person in terms of 
this Act. 
Analysing the definitions and provisions of the act provides the following basic 
framework for calculating a person’s taxable income:  
Table ‎3.3: Framework for calculating a person’s taxable income 
 R    
Gross income (section 1)  XXX   
Less: Exempt income (section 10 and10A) (XX)  
Income XXX   
Less: Allowable deductions  (XXX)  
Taxable income (from income activities) XXX   
Add: Taxable capital gain(section 26A) XXX   
Subtotal: XXX  
Less: Section 18A donations (XXX)   
Taxable income (total) XXX  
   
(Source: Stiglingh et al., 2015)  
Each of the elements of the framework will be discussed briefly. A detailed 
discussion of the provisions of the act is beyond the scope of this study. 
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– Gross income: The gross income definition can be divided into two components; 
firstly the general provision and secondly amounts specifically included in the 
person’s taxable income (Income Tax Act 1962: section 1). The Income Tax Act 
general provision of the definition of gross income in section 1 includes the 
following amount: 
Gross income in relation to a year or period of assessment  
 (i) in the case of a resident, the total amount, in cash or otherwise, received by 
or accrued to or in favour of such resident; or 
 (ii) in the case of a person other than a resident the total amount, in cash or 
otherwise, received by or accrued to or in favour of such person from a 
source within the Republic, 
during such year or period of assessment, excluding receipts or accruals of a 
capital nature  
– Exempt income: Section 10 of the Income Tax Act 1962 exempts certain 
amounts included in gross income from normal tax. Two types of exemptions are 
provided, either exemption based on the status of the taxpayer or the type of 
income received by the taxpayer. 
– Allowable deductions: The Income Tax Act 1962 allows various deductions in 
calculating a person’s taxable income. The allowable deductions can be divided 
into three broad groups, namely the general deductions formula (section 11(a)), 
specific deductions (section 11), and capital allowances. These allowances are 
based on the type of asset, the registration status of the taxpayers and the date 
of acquisition. These allowances can be further classified as follows:  
 Allowances on moveable assets: Sections 11(e). 12B, 12C, 12DA and 12E.  
 Allowances on immoveable assets: Sections 12D, 12F, 13, 13bis, 13quat, 
13ter, 13sex, 13sept and 13quin.  
 Allowances on intellectual property and research and development: Sections 
11(gB), 11(gC) and 11D.  
 Allowances on leases: Sections 11(f), 11(g), 11(h), 23A, 23D and 23G.  
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 Allowances on other type of expenses: Sections 11(bA), 11(gD), 12H, 12G, 
12I, 12L, 37B and 37C. 
 Recoupments on disposal of assets: Sections 8(4)(a), 8(4)(e), 8(4)(eA) – (eE), 
and 8(4)(k). 
 Other recoupments: Sections 8(4)(b), 8(4)(l), 8(4)(m), 8(4)(n) and 8(5).  
– Taxable capital gains: Taxable capital gains are determined based on the 
provisions of the Eighth Schedule to the Income Tax Act 1962. A capital gain is 
calculated when a capital asset is disposed of. A capital gain arises when the 
proceeds from the disposal of an asset exceed the base cost of that asset. A 
capital loss occurs when an asset is disposed of and the base cost of that asset 
exceeds the proceeds from that disposal (Income Tax Act 1962: Eighth 
Schedule, paragraph 4). The gain or loss per asset must also be reduced if a 
specific exclusion applies to it. These exclusions include, amongst others, 
 Primary residence exclusion (Part VII of the Eighth Schedule); 
 Personal-use assets; 
 Retirement benefits; 
 Long-term insurance; 
 Debt defeasance; 
 Disposal of small business assets; and 
 Collective investment scheme (Part VIII of the Eighth Schedule). 
If an asset is disposed of for a capital loss, the loss can only be offset against 
other capital profits. If there are no other capital profits, the capital loss is carried 
forward to the next year (RSA Income Tax Act 1962: Eighth Schedule 
paragraph 7).  
After calculating the profit or loss per asset, the provisions of the Eighth Schedule 
can be summarised as follows: 
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Table ‎3.4: Taxable Capital Gain Calculation 
 R  
Capital gain or loss on sale of asset 1 XXX  
Capital gain or loss on sale of asset 2 XXX  
Total capital gain (paragraph 3) XXX  
Less: Annual exclusion (for natural persons) (paragraph 5) (XXX) 
Aggregate capital gain / loss XXX  
Less: Assessed capital loss brought forward from previous year (paragraph 9) (XXX) 
Net capital gain / loss * XXX  
Multiply net capital gain with inclusion rate (paragraph 10) %  
Taxable capital gain (paragraph 11) XXX  
* Net capital losses are carried over to the following year of assessment  
(Source: Tustin et al., 2005) 
The inclusion rate that must be applied when calculating the taxable capital gain 
for a taxpayer depends on its tax registration status and can be changed by 
Parliament (refer to Table 3.5). 
Table ‎3.5: Capital Gains Tax Inclusion Rate 
Taxpayer Inclusion rate 
% 
 2010 2015 
Individuals 25 33.3 
Special trusts 25 33.3 
Companies (standard) 50 66.6 
Small business corporations 50 66.6 
Trusts (normal) 50 66.6 
(Source: RSA National Treasury, 2009; RSA National Treasury, 2015) 
Note that paragraph 57 to the Eighth Schedule of the Income Tax Act 1962 
provides for a specific exclusion on the disposal of small business assets. A 
taxpayer must disregard R1.8 million (2010: R750 000) of any capital gain made 
on the disposal of small business assets. A “small business” is defined as a 
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business where the market value of all its assets does not exceed R10 million 
(2010: R5 million) at the date of the disposal of its assets. 
It should be noted that even if a person has a taxable loss for the year of 
assessment they should still submit a tax return. The type of return they will have to 
submit will depend on their taxpayer type classification. The following provides a 
description of the taxpayers included in each group as well as the rates and rebates 
that apply to the group (RSA Income Tax Act 1962: section 5(2)): 
a) Natural persons  
Natural persons are taxed using a progressive rate of tax (refer to table 3.6) minus 
certain rebates.  
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Table ‎3.6: Progressive Tax Rates for Individuals 
2010 year of assessment 2016 year of assessment 
 
Taxable income 
 
Rates of tax 
 
Taxable income 
 
Rates of tax 
Where the taxable 
income does not 
exceed R132 000  
18 % of each R1 of the 
taxable income; 
Not exceeding 
R181 900 
18 per cent of taxable 
income 
Exceeding R132 000 
but does not exceed 
R210 000  
R23 760 plus 25% of the 
amount by which the 
taxable income exceeds 
R132 000; 
Exceeding R181 900 
but not exceeding 
R284 100  
R32 742 plus 26 per 
cent of amount by 
which taxable income 
exceeds R181 900 
Exceeding R210 000 
but does not exceed 
R290 000  
R43 260 plus 30% of the 
amount by which the 
taxable income exceeds 
R210 000; 
Exceeding R284 101 
but not exceeding 
R393 200 
R59 314 plus 31 per 
cent of amount by 
which taxable income 
exceeds R393 200 
Exceeding R290 000 
but does not exceed 
R410 000  
R67 260 plus 35% of the 
amount by which the 
taxable income exceeds 
R290 000; 
Exceeding R393 201 
but not exceeding 
R550 100  
R92 135 plus 36 per 
cent of amount by 
which taxable income 
exceeds R393 200 
Exceeding R410 000 
but does not exceed 
R525 000  
R109 260 plus 38% of the 
amount by which the 
taxable income exceeds 
R410 000; 
Exceeding R550 101 
but not exceeding 
R701 300  
R149 619 plus 39 per 
cent of amount by 
which taxable income 
exceeds R550 100 
Exceeding R525 000 R152 960 plus 40% of the 
amount by which the 
taxable income exceeds 
R525 000. 
Exceeding R701 301 R208 587 plus 41 per 
cent of amount by 
which taxable income 
exceeds R701 300 
(Source: RSA National Treasury, 2009; RSA National Treasury, 2015) 
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These taxpayers are also taxed at the progressive rate of tax (refer to table 3.6) but 
they qualify for the following rebates or credits: 
 a primary rebate (all natural persons): R9 756 for the 2010, year of 
assessment and R13 257 for the 2016 year of assessment; 
 secondary rebate (natural persons over 65 years of age): R5 400 for the 2010 
year of assessment (2016: R6 750); 
 tertiary rebate (natural persons over 75 years of age): The tertiary rebate was 
only introduced in 2011. For the 2016 year of assessment the rebate is R2 
250; 
 medical scheme fees tax credits (section 6A); This section was only 
introduced with effect from 1 March 2012.  
 medical expenses credit (calculated at 25% under 65 years of age and 33% in 
other cases) during the 2016 year of assessment; in the 2010 year of 
assessment these qualifying medical expenses qualified for a deduction 
against taxable income. 
These taxpayers also qualified for additional interest exemption of R10 700 (Income 
Tax Act 1962: section 10(1)(i)). 
b) Corporate taxpayers 
All companies must annually submit a tax return. A “company” is defined in section 1 
of the Income Tax Act 1962, and the definition includes: 
(a)   any association, corporation or company (other than a close corporation) 
incorporated or deemed to be incorporated by or under any law in force or 
previously in force in the Republic or in any part thereof, or any body 
corporate formed or established or deemed to be formed or established by 
or under any such law; or 
(b)    any association, corporation or company incorporated under the law of any 
country other than the Republic or any body corporate formed or established 
under such law; or 
(c)    any co-operative; or 
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(d)    any association (not being an association referred to in paragraph (a) or (f)) 
formed in the Republic to serve a specified purpose, beneficial to the public 
or a section of the public; or 
(e)    any— 
(i)… 
(ii)  portfolio comprised in any investment scheme carried on outside the 
Republic that is comparable to a portfolio of a collective investment 
scheme in participation bonds or a portfolio of a collective investment 
scheme in securities in pursuance of any arrangement in terms of 
which members of the public (as defined in section 1 of the Collective 
Investment Schemes Control Act 2002 (Act No. 45 of 2002)), are 
invited or permitted to contribute to and hold participatory interests in 
that portfolio through shares, units or any other form of participatory 
interest; or 
 (f)    a close corporation, but does not include a foreign partnership 
Companies pay normal income tax at a rate of 28 per cent on the company’s taxable 
income for the year of assessment, unless it is classified as a micro business, small 
business corporation or personal service company.  
c) Small business corporation (section 12E(4)) 
The definition of a “small business corporation” focuses on the various legal entities 
and the requirements that they have to meet in order to qualify as a “small business 
corporation” as well as exclusion from the definition. The definition is listed below: 
(4) For the purposes of this section— 
(a) “small business corporation” means any close corporation or cooperative 
or any private company as defined in section 1 of the Companies Act 2008 
(Act No. 71 of 2008), all the shareholders of which are at all times during the 
year of assessment natural persons, where— 
(i) the gross income for the year of assessment does not exceed an amount 
equal to R14 million: Provided that where the close corporation, co-
operative or company during the relevant year of assessment carries on 
any trade, for purposes of which any asset contemplated in this section is 
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used, for a period which is less than 12 months, that amount shall be 
reduced to an amount which bears to that amount, the same ratio as the 
number of months (in the determination of which a part of a month shall be 
reckoned as a full month), during which that company, co-operative or 
close corporation carried on that trade bears to 12 months; 
(ii)  none of the shareholders or members at any time during the year of 
assessment of the company, close corporation or co-operative holds any 
shares or has any interest in the equity of any other company as defined in 
section 1, other than— 
(aa) a company contemplated in paragraph (a) of the definition of “listed 
company”; 
(bb) any portfolio in a collective investment scheme contemplated in 
paragraph (e) of the definition of “company”; 
(cc) a company contemplated in section 10 (1) (e) (i) (aa), (bb) or (cc); 
(dd) less than 5 per cent of the interest in a social or consumer cooperative 
or a co-operative burial society as defined in section1 of the Co-
operatives Act, 2005 (Act No. 14 of 2005), or any other similar co-
operative if all of the income derived from the trade of that co-operative 
during any year of assessment is solely derived from its members; 
(ee) any friendly society as defined in section 1 of the Friendly/Societies 
Act, 1956 (Act No. 25 of 1956); 
(ff) less than 5 per cent of the interest in a primary savings cooperative 
bank or a primary savings and loans co-operative bank as defined in 
the Co-operative Banks Act, 2007, that may provide, participate in or 
undertake only the following— 
(A) in the case of a primary savings co-operative bank, banking 
services contemplated in section 14 (1) (a) to (d) of that Act; and 
(B) in the case of a primary savings and loans co-operative bank, 
banking services contemplated in section14 (2) (a) or (b) of that Act; 
(gg)  a venture capital company as defined in section 12J; 
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(hh) any company, close corporation or co-operative if the company, close 
corporation or co-operative— 
(A) has not during any year of assessment carried on any trade; and 
(B) has not during any year of assessment owned assets, the total 
market value of which exceeds R5 000; or 
(ii)  any company or close corporation if the company or close corporation 
has taken the steps contemplated in section 41 (4) to liquidate, wind 
up or deregister: Provided that this item ceases to apply if the 
company or close corporation has at any stage withdrawn any step so 
taken or does anything to invalidate any step so taken, with the result 
that the company or close corporation will not be liquidated, wound up 
or deregistered; 
(iii) not more than 20 per cent of the total of all receipts and accruals (other 
than those of a capital nature) and all the capital gains of the company, 
close corporation or co-operative consists collectively of investment income 
and income from the rendering of a personal service; and 
(iv) such company is not a personal service provider as defined in the Fourth 
Schedule; 
Sub-section (c) defines “investment income” as any income received in the form of 
dividends, foreign dividends, royalties, rental derived in respect of immovable 
property, annuities or income of a similar nature as well as any interest (as described 
in section 24J and 24K) and any proceeds derived from investment or trading in 
financial instruments (including futures, options and other derivatives), marketable 
securities or immovable property. 
Personal service for a company (including a close corporation) is any service in the 
field of accounting, actuarial science, architecture, auctioneering, auditing, 
broadcasting, consulting, draftsmanship, education, engineering, financial service 
broking, health, information technology, journalism, law, management, real estate 
broking, research, sport, surveying, translation, valuation or veterinary science, if that 
service is performed personally by any person who holds an interest in that company 
and that company does not continuously employ three or more full-time employees 
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(other than any employee who is a shareholder), who are on a full-time basis 
engaged in the business of that company of rendering that service. 
The tax rate is determined by the last day of the year of assessment and the rates 
are applicable from 1 April and 31 March of each year. 
Table ‎3.7: Small Business Corporations Tax Rates (2010 year of assessment)  
Taxable income Rate of tax 
R0 but not exceeding R54 200 0 per cent of taxable income. 
Exceeding R54 201 but not exceeding 
R300 000 
10 per cent of amount by which taxable income 
exceeds R54 200. 
Exceeding R 300 001  R24 580 plus 28 per cent of amount by which taxable 
income exceeds R300 000. 
(Source: RSA National Treasury, 2009) 
 
 
Table ‎3.8: Small Business Corporations Tax Rates (2016 year of assessment) 
Taxable income Rate of tax 
Not exceeding R70 700 0 per cent of taxable income. 
Exceeding R70 700 but not exceeding 
R365 000 
7 per cent of amount by which the taxable income 
exceeds R70 700. 
Exceeding R365 000 but not 
exceedingR550 000 
R20 601 plus 21 per cent of amount by which the 
taxable income exceeds R365 000. 
Exceeding R550 000 R59 451 + 28 per cent of amount by which the taxable 
income exceeds R550 000. 
(Source: RSA National Treasury, 2015) 
The tax rate analysis revealed that there has been a change in the progressive 
structure of the tax and an increase in the tax threshold but no significant changes 
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have taken place that influence the requirement to register for the tax and submit 
annual returns.  
d) Personal service provider 
Any company, close corporation or trust that fulfils the requirements of the definition 
of a “personal service provider” and which is in receipt of “remuneration” as defined 
in the Fourth Schedule is subject to the deduction of employees’ tax (SARS, 2010) 
Interpretation note: No. 35 (Issue 3): 4). The personal service provider will be 
required to submit a tax return at the end of the year of assessment and the prepaid 
employees’ tax will then be offset as a credit in the final assessment.  
A personal service provider is defined in the Income Tax Act 1962, as follows: 
“personal service provider” means any company or trust, where any service 
rendered on behalf of such company or trust to a client of such company or trust 
is rendered personally by any person who is a connected person in relation to 
such company or trust, and— 
(a) such person would be regarded as an employee of such client if such service 
was rendered by such person directly to such client, other than on behalf of 
such company or trust; or 
(b) where those duties must be performed mainly at the premises of the client, such 
person or such company or trust is subject to the control or supervision of such 
client as to the manner in which the duties are performed or are to be performed 
in rendering such service ;or 
(c) where more than 80 per cent of the income of such company or trust during the 
year of assessment, from services rendered, consists of or is likely to consist of 
amounts received directly or indirectly from any one client of such company or 
trust, or any associated institution as defined in the Seventh Schedule to this 
Act, in relation to such client,  
except where such company or trust throughout the year of assessment employs 
three or more full-time employees who are on a full-time basis engaged in the 
business of such company or trust of rendering any such service, other than any 
employee who is a holder of a share in the company or member of the trust or is 
a connected person in. 
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If the personal service provider is a company, the personal service provider will pay 
tax at a rate of 28 per cent and if the personal service provider is a trust, the normal 
tax rate will be 41 per cent. If the personal service provider is a company, additional 
dividends tax will be payable on any dividends declared by the personal service 
provider. 
In terms of section 23(k) of the Income Tax Act 1962, the expenses that a personal 
service provider is allowed to deduct are limited to the following: 
 an amount paid or payable to an employee of the personal service provider 
for services rendered by the employee (the amount must be taken into 
account in determining the employees taxable income); 
 any legal expenses (section 11(c)); 
 bad debts (section 11(i)); 
 contributions to any pension fund, provident fund, medical aid scheme for the 
benefit of the employees of the personal service provider (section 11(l)); 
 any amount that the personal service provider received, including a voluntary 
award, in respect of services rendered, that was included in taxable income, 
which is refunded by the personal service provider (section 11(nA)); 
 any restraint of trade payment that the personal service provider received, 
which is refunded by the personal service provider (section 11(nB)); 
 expenses in respect of premises, finance charges, insurance, repairs and fuel 
and maintenance in respect of assets, if these premises and assets are used 
wholly and exclusively for the purposes of trade. 
If the personal service provider can provide an affidavit that no more of 80 per cent 
of the income of the personal service provider was received from one client, no 
employees’ tax needs to be withheld. (SARS, 2010: Interpretation Note No 35, 
paragraph 2(1A)) If a company is a personal service provider, the company will not 
qualify as a small business corporation (RSA Income Tax Act 1962: 
section 12E(4)(a)(iv)). 
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e) Trust 
A trust is a legal relationship whereby a person, either during his or her lifetime or 
with the death of that person, places assets under the control of another person (the 
trustee) (RSA Trust Property Control Act, 1988). The trustee acts in a fiduciary 
capacity to administer the trust on behalf of and for the benefit of other persons (the 
beneficiaries). Although distributions made by the trust will affect its normal tax 
liability, it will still be required to submit a tax return even if all its income is 
distributed to beneficiaries. If there is no beneficiary with a vested right to the 
income, it will be deemed to accrue to the trust (RSA Income Tax Act 1962: 
section 25B(1)). However, should the provisions of section 7 apply, they would 
override the provisions in section 25B.  
While section 7(1) confirms that if an amount is deemed to have accrued to a 
person, that person will have a vested right. Sections 7(2) to 7(8) determine that 
certain amounts are taxable in the hands of the person who made the donation. 
These anti-avoidance matters will only become applicable if a “donation, settlement 
or other disposition has taken place. These sections can be summarised as follows: 
 Section‎7(2):‎Deemed‎inclusion‎in‎spouse’s‎income:‎This provision will apply if 
there is a transfer of trade income or income-producing assets between 
spouses with the sole purpose of reducing tax liability. 
 Section‎ 7(3)‎ and‎ 7(4):‎ Deemed‎ inclusion‎ in‎ parent’s income: Applicable to 
direct and indirect donations to minor children. 
 Section 7(5): Income not vested due to stipulation or condition: If the 
stipulation or condition may never be met by the beneficiary, the donor will be 
liable for the tax. 
 Section 7(6): Amount vested that could have been revoked: This section will 
be applicable if the donor has the option to revoke a beneficiary’s right to 
receive income.  
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 Section 7(7): Donation of the right to income: If a donor cedes the right to 
receive income but retains ownership of the asset, the donor will be taxed on 
the income. 
 Section 7(8): Resident donating to a non-resident: Any amount donated by a 
resident to a non-resident will be included in the income of the donor. 
 Registration requirements: Income tax 3.3.3.1
Registration as a taxpayer is contained in section 67 of the Income Tax Act 1962, 
and states that: 
(1)  Every person who at any time becomes liable for any normal tax or who 
becomes liable to submit any return contemplated in section 66 must apply 
to the Commissioner to be registered as a taxpayer in accordance with 
Chapter 3 of the Tax Administration Act.  
Chapter 3 of the Tax Administration Act, 2011, prescribes that a person must apply 
for registration within the period provided for in the tax act or, if no such period is 
provided for, within 21 days of becoming obliged to register. Should a taxpayer fail to 
register for any of the taxes he/she may become liable for, SARS may register the 
taxpayer for one or more taxes as is deemed appropriate. 
Income tax legislation during 2010 stipulated in section 67 that a person who 
becomes liable to submit any tax return as contemplated in section 66, must do so 
within 60 days after becoming a taxpayer. 
Section 66 was significantly amended with the promulgation of the Tax 
Administration Act No. 28 of 2011 and now reads as follows: 
66. Notice by Commissioner requiring returns for assessment of normal tax 
under this Act.— 
(1) The Commissioner must annually give public notice of the persons who are 
required by the Commissioner to furnish returns for the assessment of normal 
tax, within the period prescribed in that notice. 
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(4) The Commissioner may, prior to the issue of any such annual notice, require 
any person by notice in writing to render interim returns for any period he may 
designate in such notice, and may proceed to make an assessment in respect 
of that period.] 
(5A) Any person who is not in terms of this section required to furnish a return in 
respect of any year of assessment may for the purpose of having his liability for 
taxation determined on assessment furnish such a return within three years 
after the end of such year of assessment. 
(13) The return for normal tax to be made by any person in respect of any year of 
assessment shall be a return— 
(a)  in the case of a person (other than a company), for the whole period of 
twelve months ending upon the last day of the year of assessment under 
charge: Provided that where— 
(a)  a person dies, a return shall be made for the period commencing on 
the first day of that year of assessment and ending on the date of 
death; 
(b)  the estate of a person is sequestrated, separate returns must be made 
for the periods— 
(i) commencing on the first day of that year of assessment and ending 
on the date preceding the date of sequestration; and 
(ii) commencing on the date of sequestration and ending on the last 
day of that year of assessment; 
(c)  a person ceases to be a resident, a return shall be made for the period 
commencing on the first day of that year of assessment and ending on 
the day preceding the date that the person ceases to be a resident; or 
(b)  in the case of a company, for the whole period of the relevant financial year 
of that company comprising the year of assessment: Provided that where a 
company ceases to be a resident, a return shall be made for the period 
commencing on the first day of that financial year and ending on the day 
preceding the date that the company ceases to be a resident. 
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(13A) Where— 
(a)  it is established to the satisfaction of the Commissioner that the whole or 
any portion of the income of any person to whom the provisions of 
subsection (13) (a) apply cannot be conveniently returned for any year of 
assessment, the Commissioner may, subject to such conditions as he or 
she may impose, accept accounts in respect of the whole or a portion of 
the taxpayer’s income drawn to a date agreed to by the Commissioner, 
whether for a longer or shorter period than the year of assessment under 
charge, and the income disclosed in any such accounts must be deemed to 
be income of that person in respect of that year under charge; 
(b)  any such accounts are drawn to a date later than the last day of the year of 
assessment, no further regard shall be had to the income disclosed by 
those accounts for purposes of any subsequent year of assessment; 
(c)  any such accounts are drawn to a date falling within the year of 
assessment and the person concerned dies or his or her estate is 
sequestrated during the interim period between that date and the last day 
of the year of assessment, any income received by or accrued to that 
person during that interim period must be deemed to be part of that 
person’s income for the year of assessment. 
(13B) For the purposes of subsections (13A) and (13C), the word “income” must be 
construed as including any aggregate capital gain or aggregate capital loss. 
(13C) Where— 
(a)  a company does not close its accounts on the last day of its financial year, 
the Commissioner may accept accounts in respect of the taxpayer’s 
income drawn to a fixed day approved by the Commissioner, which day 
shall fall within 10 days before or after the last day of the financial year; 
(b)  such accounts are drawn to a date later than the last day of the year of 
assessment, no further regard shall be had to the income disclosed by 
those accounts for purposes of a subsequent year of assessment. 
[subsections (1A), (2), (3), (5), (6), (7), (7A), (7B), (7C), (7D), (7E), (8), (9), (10), 
(11), (12), (14) and (15) repealed]  
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 Provisional tax 3.3.4
Provisional tax is not a separate type of tax but merely an advance payment in 
respect of the normal tax liability and is aimed at improving government cash flow 
and assist taxpayers in meeting their normal tax liabilities (SARS, 2012b). All 
provisional payments made during the year will be reflected as a credit against the 
normal tax liability for the year calculated at the end of the year of assessment. 
Provisional taxpayers are required to make two compulsory provisional tax payments 
during the year and have the option to make an additional voluntary payment after 
the year of assessment. The first provisional tax payment must be made within six 
months after the commencement of the tax year and the second is payable by no 
later than the last day of the year of assessment (RSA Income Tax Act 1962: Fourth 
Schedule paragraph 21). The third voluntary tax payment can be made within 7 
months after the end of the tax year (for a tax year ending on the last day of 
February) or six months after the end of the tax year (if the last day of the tax year is 
on a date other than the last day of February) (RSA Income Tax Act 1962: Fourth 
Schedule paragraph 21 and 23).  
The method of calculating the tax liability for each of the payments is important, as 
late or incorrect submission of returns or payment results in interest and penalties in 
terms of section 187 to section 189 of the Income Tax Act 1962, which is calculated 
with reference to the amount due. The three provisional payments are calculated as 
follows: 
First provisional payment 
 The normal tax liability (after rebates and credits) must be calculated based 
on the estimated taxable income. The normal tax due is divided by two and 
any employees’ tax paid for the first six months of the tax year as well as any 
foreign taxes which will qualify for a section 6quat rebate are deducted. If this 
calculation provides a positive amount a first provisional tax payment must be 
made (Huxham & Haupt, 2010: 634). 
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 The estimated taxable income to be used in calculating the first provisional tax 
payment is the basic amount. An estimated taxable income smaller than the 
basic amount may only be used with the permission of the Commissioner 
(RSA Income Tax Act 1962: Fourth Schedule paragraph 19(1)(c)). If the 
amount used is smaller than the basic amount the taxpayer could be liable for 
a penalty and interest.  
 The basic amount is calculated in accordance with the provisions of 
paragraph 19(1)(d) of the Fourth Schedule of the Income Tax Act 1962. The 
basic amount is the taxable income reflected on the most recent assessment 
received from SARS. The basic amount must be increased with eight per cent 
per year if the previous assessment is older than the year prior to the current 
year of assessment. If the provisional taxpayer fails to submit an estimate, the 
Commissioner will estimate the taxable income and this estimate will be final 
(RSA Income Tax Act 1962: Fourth Schedule paragraph 19(2)). 
Second provisional payment 
 The taxpayer must calculate its estimated taxable income. The estimation of 
taxable income is determined in terms of paragraph 20 of the Fourth Schedule 
of the Income Tax Act. This paragraph provides for a two-tiered system as 
follows: 
1. Actual taxable income equal to or less than R1 million:  
 The estimate can be based on the lower of the taxable income for the year or 
the basic amount, adjusted with eight per cent per annum where necessary 
2. Actual taxable income more than R1 million: 
 The estimate must be based on a calculation of the taxable income for the 
year. 
The taxpayer must then calculate the normal tax due (after rebates and 
credits), and deduct from it the employees’ tax paid for the 12 months as well 
as any foreign taxes subject to section 6quat rebate, and the first provisional 
tax payment made (Huxham & Haupt, 2010: 635). 
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Third provisional payment 
 A provisional taxpayer may elect to make an additional third voluntary 
payment in order to avoid or reduce his liability for interest that may become 
payable by him for a particular year of assessment in terms of section 89quat 
(Stiglingh et al., 2014: 467). 
 The third payment will be calculated as an amount equal to his actual tax 
liability for normal tax for that year less the sum of the amounts of employees’ 
tax deducted by the employer from its remuneration during the year less the 
amounts of its first and second provisional tax payments for the year, and less 
certain amounts of foreign tax paid on income from sources outside South 
Africa that are allowed as a rebate (Stiglingh et al., 2010: 405). 
 Registration requirements: Provisional tax 3.3.4.1
According to paragraph 17(1) of the Fourth Schedule of the Income Tax Act 1962, 
every provisional taxpayer shall make payments (called provisional tax). A 
provisional taxpayer is described in paragraph 1 of the Fourth Schedule of the 
Income Tax Act 1962, as follows: 
“provisional taxpayer” means— 
(a) any person (other than a company) who derives by way of income any amount 
which does not constitute remuneration or an allowance or advance 
contemplated in section 8 (1); 
(b) any company; and 
(c) any person who is notified by the Commissioner that he or she is a provisional 
taxpayer but shall exclude— 
(aa)  any public benefit organisation as contemplated in paragraph (a) of the 
definition of “public benefit organisation” in section 30 (1) that has been 
approved by the Commissioner in terms of section 30 (3); 
(bb) any recreational club as contemplated in the definition of “recreational 
club” in section 30A (1) that has been approved by the Commissioner in 
terms of section 30A (2); and 
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(cc)  anybody corporate, share block company or association of persons 
contemplated in section 10(1)(e); 
(dd)  a person exempt from payment of provisional tax in terms of 
paragraph18. 
In terms of paragraph 18 of the Fourth Schedule of the Income Tax Act 1962, the 
following people are exempt from paying provisional tax: 
18. (1) There shall be exempt from payment of provisional tax— 
(a) . . . . . . 
(b)  any person in respect of whose liability for normal tax for the relevant year of 
assessment payments are required to be made under section thirty-three of this 
Act; 
(c)  any natural person who on the last day of that year will be below the age of 65 
years and who does not derive any income from the carrying on of any business, 
if— 
(i)  the taxable income of that person for the relevant year of assessment will not  
exceed the tax threshold; or 
(ii)  the taxable income of that person for the relevant year of assessment which is 
derived from interest, foreign dividends and rental from the letting of fixed 
property will not exceed R20 000; 
(d)  any natural person who on the last day of the year of assessment will be 65 years 
or older, if the Commissioner is satisfied that such person’s taxable income for that 
year— 
(i)  will not exceed R120 000; 
(ii)  will not be derived wholly or in part from the carrying on of any business; and 
(iii)  will not be derived otherwise than from remuneration, interest, foreign 
dividends, or rental from the letting of fixed property. 
Registration as a taxpayer should be done within 30 days after becoming a 
provisional taxpayer (Income Tax Act 1962: Fourth Schedule paragraph 17(8)). The 
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obligation to submit an estimate of taxable income arises during each period where 
provisional tax should be paid. 
 Value added tax (VAT) 3.3.5
Value-added tax is levied in terms of the VAT Act. If an entity is a registered VAT 
vendor, VAT must be included in the selling price of every taxable supply of goods or 
services made by the vendor in the course of his enterprise (output tax). VAT will 
also be levied if an entity imports goods and services into South Africa (RSA VAT 
Act 1991: section 7(1)(b) & (c)).  
VAT is levied on an inclusive basis and therefore VAT has to be included in all 
prices, quotes and advertisements (SARS, 2012c). VAT is currently levied at a 
standard rate of 14 per cent with the exception of goods and services that are either 
exempt or subject to tax at the rate of zero per cent.  
At the end of each tax period, a VAT vendor has to account for output and input tax. 
The calculation of the VAT payable to or refundable from SARS can be summarised 
as follows: 
 
Table ‎3.9: Calculation of the VAT payable to or refundable from SARS 
 R     
Output tax on supplies falling into that VAT period  
− At the standard rate of 14% 
− At the zero rate of 0% 
 
 XXX  
nil  
 
 
 XXX   
Less: Input tax on all supplies made to the vendor in the VAT period (XXX)  
VAT payable to / Refundable from SARS for the period XXX  
   
 (Source: Huxham & Haupt, 2010) 
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The effect of the VAT system is that total VAT liability is borne by the final consumer 
of goods and services, whilst preventing leakages in the supply chain (SARS, 
2011a). 
The VAT system is a self-assessment system (RSA VAT Act, 1991: section 28). 
Vendors that manually submit a VAT201 have to submit their returns with payment, 
where applicable, by the 25th of the month after the end of the tax period. If a vendor 
submits its return electronically, the vendor has until the last business day of the 
month following the end of the tax period to submit the return and make payment 
(SARS, 2012c). In the event of late payment of VAT, a penalty of 10 per cent is 
payable as well as interest at the prescribed rate for as long as the VAT payment is 
outstanding (RSA VAT Act, 1991: section 39). 
The VAT system requires accurate accounting records as well as record-keeping as 
the vendor is required to keep all tax invoices (RSA VAT Act, 1991: section 20) as 
well as debit notes and credit notes (RSA VAT Act, 1991: section 21) as supporting 
documentation for the output and input tax the vendor has reflected on his VAT 
return. Section 20 of the VAT Act, 1991, also prescribes the specific requirements 
before a tax invoice can be considered a valid tax invoice for VAT purposes. An 
abridged tax invoice may be issued for the consideration of supplies that do not 
exceed R3 000. 
Detailed lists of all records that must be kept are contained in section 55 of the VAT 
Act, 1991. These include, amongst others, bank statements, deposit slips, tax 
invoices and books of account. These records have to be kept for a period of five 
years. Vendors that fail to meet their responsibilities as a VAT vendor could incur 
penalties being payable and prosecution, additional fines or imprisonment. 
 Registration requirements: Value added tax 3.3.5.1
According to the VAT Act, a person is liable to register for VAT if he/she carried on 
an enterprise on or after 30 September 1991 and the total value of taxable supplies 
exceeds or is likely to exceed R1 million (RSA VAT Act, 1991: section 23(1)(b)). Only 
the value of taxable supplies must be considered in order to determine if an entity 
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should register as a vendor for value-added tax purposes; exempt supplies as listed 
in section 7 must be ignored (RSA VAT Act, 1991: section 7). 
If the threshold is only exceeded due to a once-off transaction, like the sale of 
property or any other abnormal circumstance of a temporary nature, the proviso to 
section 23(1) states that the entity will be deemed not to have exceeded the 
threshold.  
Only persons carrying on an enterprise in South Africa can register as a VAT vendor. 
The VAT Act states that a person must register as a vendor and not each activity 
separately (SARS, 2012c). Where a person carries on business by way of separate 
branches or enterprises, the registration threshold is determined for all divisions or 
enterprises combined.  
A vendor may register separately any enterprises, branches or divisions carried on 
for VAT purposes (SARS, 2012c). This means that one vendor could have more than 
one VAT registration number for the different branches or divisions. A separate form 
(VAT102e) must be completed for each enterprise/branch/division (SARS, 2012c). 
Section 50A gives the Commissioner the right to regard the various separate legal 
entities as one vendor for VAT purposes. The VAT act also makes provision for 
voluntary registration as a vendor, in cases where an entity makes taxable supplies 
in excess of R50 000 (but not exceeding R1 million) in the preceding 12 months 
(RSA VAT Act, 1991: section 23(3)). VAT registration will not be allowed if the 
annual turnover is below the minimum voluntary registration threshold (SARS, 
2012c). Entities who mainly supply goods or services to other vendors may want to 
register voluntarily to become a VAT vendor, as the entity would be able to claim the 
VAT paid as input tax. 
If an entity is liable to register for VAT, an application on form VAT101 should be 
submitted to SARS within 21 days of becoming liable to register. Various supporting 
documents, depending of the nature of the person applying for the registration, 
should accompany the application (SARS, 2012d). The supporting documents 
required are summarised in Table 3.10 
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Table ‎3.10: Summary of Supporting Documents Required for VAT Registration 
NATURE OF PERSON SUPPORTING DOCUMENTS REQUIRED 
Nature A: Individual  Copy of identity document, driving licence or passport of the 
individual; 
 Bank details: 
o Original letter from bank; or 
o Recent bank statement with original bank stamp; or 
o ABSA bank eStamped statement 
 Copy of financial information listed as source under financial 
particulars 
 Power of attorney, if a practitioner is submitting on behalf of 
a vendor. 
 Copy of identity document, driving license or passport or 
representative vendor 
 Confirmation of business address 
o Recent copy of the business municipal account or 
utility bill or CRA01 form 
 Confirmation of residential address 
o Recent copy of the residential municipal account or 
utility bill or CRA01 form of individual, partner or 
representative vendor. 
Nature B: Partnership  Copy of identity document, driving licence or passport of the 
partners of the partnership; 
 Confirmation of partnership (VAT128) 
 Bank details: 
o Original letter from bank; or 
o Recent bank statement with original bank stamp; or 
o ABSA bank eStamped statement 
 Copy of financial information listed as source under financial 
particulars 
 Power of attorney, if a practitioner is submitting on behalf of 
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NATURE OF PERSON SUPPORTING DOCUMENTS REQUIRED 
a vendor. 
 Copy of identity document, driving license or passport or 
representative vendor 
 Confirmation of business address 
o Recent copy of the business municipal account or 
utility bill or CRA01 form 
 Confirmation of residential address 
o Recent copy of the residential municipal account or 
utility bill or CRA01 form of individual, partner or 
representative vendor. 
Nature C: Company/CC  Copy of certificate of incorporation 
 Copy of identity document, driving license or passport of 
two members/ directors/ shareholders/trustees of the 
company/CC/share block 
 Bank details: 
o Original letter from bank; or 
o Recent bank statement with original bank stamp; or 
o ABSA bank eStamped statement 
 Copy of financial information listed as source under financial 
particulars 
 Power of attorney, if a practitioner is submitting on behalf of 
a vendor. 
 Copy of identity document, driving license or passport of 
representative vendor 
 For Holding/Subsidiary company or Non-resident company 
o VAT 119i form indemnity for banking details where 
3rd party’s bank details are used. 
 VAT 121 form if tax period is category E 
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NATURE OF PERSON SUPPORTING DOCUMENTS REQUIRED 
 Confirmation of business address 
o Recent copy of the business municipal account or 
utility bill or CRA01 form 
 Confirmation of residential address 
o Recent copy of the residential municipal account or 
utility bill or CRA01 form of individual, partner or 
representative vendor. 
(Source: SARS, 2012d: 19 - 22) 
Vendors can register on the invoice basis or the payments basis. With the invoice 
basis, the vendor usually accounts for output tax at the earlier of an invoice being 
issued or payment being received (RSA VAT Act, section 15). Legal entities can only 
be registered on the invoice basis. Natural persons can be registered on the 
payments basis if their taxable supplies do not exceed R2.5 million over a 12-month 
period, resulting in usually accounting for output- and input tax when payments are 
received or made. 
As part of the registration process every vendor will be registered for a specific tax 
period; this tax period determines when VAT returns must be submitted. There are 
five different types of tax periods. The different VAT categories can be summarised 
as follows: 
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Table ‎3.11: VAT Categories 
REPORTING PERIOD CATEGORY 
Monthly Category C: applies to vendors whose annual turnover is more than R30 
million a year. 
Two-monthly Category A or B: applies to vendors whose annual turnover is not more 
than R30 million a year. The applicable category is determined by the 
Commissioner. 
Four-monthly Category F: applies to vendors that qualify as small businesses with an 
annual turnover of less than R1.5 million. 
Six-monthly Category D: applies to small farmers with an annual turnover of not more 
than R1.5 million. 
12-monthly Category E: only applies to vendors who are companies or trusts where the 
income consists solely of property rentals, management or administration 
fees charged to connected persons that are entitled to a full deduction of 
input tax on such fees. In general, the period ends on the last day of the 
vendor’s 
 “year of assessment” as defined in section 1 of the VAT Act. 
(Source: SARS, 2012c) 
In the event that an entity was obliged to register as a vendor for VAT purposes but 
failed to do so, the VAT Act deems that the enterprise was duly registered and levies 
VAT at 14 per cent. The enterprise will therefore be obliged to pay over to SARS 
12.28 per cent (14%/114%) of its turnover for the period during which it should have 
been registered for VAT (Julyan, 2004). Late payment of VAT will incur additional 
penalties and interest. 
 Employees’ tax  3.3.6
An employer, as an agent of government, is required to deduct employees’ tax from 
the earnings of employees and pay the amounts deducted over to SARS on a 
monthly basis (SARS, 2011a). Employees’ tax comprises Pay-As-You-Earn (PAYE) 
and before 1 March 2012 as a portion was classified as Standard Income Tax on 
Employees (SITE). Although SITE is no longer applicable, it was included for the 
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purposes of this study as it was applicable for the period during which the study was 
conducted.  
Employees’ tax is not a separate tax but a process by the employer of withholding 
tax from the employees’ remuneration and paying it over to SARS. The employees’ 
tax deducted serves as a credit that is set off against the final income tax liability, 
calculated annually to determine the income tax liability of the employee at the end 
of the year of assessment (Stiglingh et al., 2014: 429).  
SITE was payable on the first R60 000 of net remuneration. In the event that an 
employee earns less than R60 000 per annum, only SITE would be payable and the 
employee would have no PAYE. If the net remuneration exceeds R60 000, the 
employees’ tax would comprise both SITE and PAYE. If an employee earns less 
than R60 000, the employee would not be required to submit a tax return and would 
not be subject to a SARS assessment as SITE is considered to be the final tax 
(Income Tax Act 1962: Fourth Schedule paragraph 11B(2)). 
Every month an employer has to submit a Monthly Employer Declaration (EMP201). 
The amounts withheld must be paid by the employer to SARS on a monthly basis. 
Payment of the employees’ tax should be made within seven days after the end of 
the month during which the amount was deducted. Failure to submit a return and pay 
the amount due within seven days will result in penalties and interest being levied. 
Interest may be charged at the prescribed rates and in terms of paragraph 6(1) of the 
Fourth Schedule, penalties equal to ten per cent of the outstanding amount, will be 
charged on late or outstanding payments (From 1 October 2012, paragraph 6(1) of 
the Fourth Schedule is applied in accordance with Chapter 15 of the Tax 
Administration Act, 2011).  
If the employer fails to pay the relevant amount with the intent to evade his 
obligation, an additional penalty not exceeding an amount equal to twice the amount 
of employees’ tax, skills development levy or unemployment insurance fund may be 
imposed on the employer. An employer who fails to comply with the requirements 
imposed on him by the acts (including registration requirements) will be guilty of an 
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offence and may be sentenced to imprisonment for a period not exceeding 12 
months (SARS, 2013b) . 
An employer is obliged to issue each employee with an employees’ tax certificate 
(IRP5), which reflects the employee’s annual remuneration and employees’ tax paid. 
All records related to employees’ tax should be kept for a period of five years (SARS, 
2013b).  
The employer must bi-annually submit a return of all employees’ tax withheld, known 
as the reconciliation statement (EMP501). The first submission for 6 months to 
August is due at the end of October and the second submission for the 12 months to 
February is due at the end of May (SARS, 2014).  
 Registration requirements: Employees’ tax 3.3.6.1
Every employer who pays remuneration that is subject to employees’ tax must 
register as an employer for employees’ tax purposes (SARS, 2011a). Therefore, two 
aspects have to be considered; firstly, who is considered an employer and secondly, 
which amounts paid are considered as remuneration, as both requirements have to 
be met before a person must register for employees’ tax. 
Firstly, an “employer” is defined in paragraph 1 of the Fourth Schedule of the Income 
Tax Act (see 3.3.8 below) and states that any person that is liable or responsible for 
the payment of remuneration is an employer. 
The definition of “remuneration” in paragraph 1 is extensive and means any 
amount of income which is paid or is payable to any person by way of any salary, 
leave pay, wage, overtime pay, bonus, gratuity, commission, fee, emolument, 
pension, superannuation allowance, retiring allowance or stipend, whether in 
cash or otherwise and whether or not in respect of services rendered. 
The definition then continues by including all of the following (references to Income 
Tax Act 1962): 
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 Any annuity (par (a) of the gross income definition; 
 Any allowance or advance received by virtue of employment (par (c) of the 
gross income definition); 
 Restraint of trade payments received by natural persons (par (cA) of the gross 
income definition); 
 Any lump sum received from an employer on termination of employment (par 
(d) of the gross income definition); 
 Any retirement fund lump sum benefit or a retirement fund lump sum 
withdrawal benefit received (par (e) of the gross income definition); 
 On the conversion of a Public Sector Pension Fund to a Public or Private 
fund, two thirds of the amount (par eA) of the gross income definition); 
 Any amount received in commutation of an amount due under a contract of 
employment or service (par (f) of the gross income definition); 
 The cash equivalent of any fringe benefit (par (i) of the gross income 
definition), excluding an amount described in paragraph 7 of the Seventh 
Schedule; 
 Any allowance included in taxable income in terms of section 8(1)(a)(i) except 
for a travel or subsistence allowance or an allowance granted to a holder of 
public office; 
o 50 per cent of the allowance given to the holder of a public office to defray 
expenditure incurred in connection with his public office (section 8(1)(d)). 
o 80 per cent of the amount of any fixed travel allowance (section 8(1)(b)). 
o 80 per cent of the amount of the taxable benefit of the cash equivalent of 
the right of use of a motor vehicle (par 7 of the Seventh Schedule). If the 
employer is satisfied that at least 80 per cent of the use of the vehicle was 
for business purposes, the 80 per cent inclusion will change to 20 per cent. 
 Any gain in terms of a broad-based employee share plan (section 8B); 
 Any gain in terms of the vesting of equity instruments (section 8C); 
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 Any amount received in terms of a maintenance order (section 7(11)). 
The definition of remuneration does not include the following: 
 Any amounts payable to independent contractors for services rendered; 
 Government pensions and grants under the Aged Persons Act, the Blind 
Persons Act, the Disability Grants Act or section 89 of the Children’s Act; 
 An amount payable to an employee as reimbursement of expenditure actually 
incurred in the course of employment; 
 An annuity under a divorce order. 
An entity that is required to register as an employer must do so within 21 days of 
becoming an employer by completing an EMP101 and submitting it to SARS (RSA 
Tax Administration Act 2011: Chapter 3). After being registered, the employer must 
submit its monthly returns.  
 Skills development levy 3.3.7
The skills development levy (SDL) is a compulsory levy scheme for funding 
education and training and to expand the knowledge and competencies of the labour 
force, as envisaged in the Skills Development Act, No. 97 of 1998. The levy is 
payable by employers on a monthly basis (SETA, 2013). 
SDL returns are submitted monthly as part of the EMP201 form. The SDL 
contributions are calculated as one per cent of the leviable amount. The leviable 
amount is defined as the total amount of remuneration, paid or payable, by an 
employer to its employees during any month (RSA Skills Development Act section 
3(4)). This remuneration is determined in accordance with the provisions of the 
Fourth Schedule of the Income Tax Act (refer to section 3.3.6.1) (SARS, 2013c). 
Failure to submit a return and pay the amount due will result in interest and 
penalties. 
The bi-annual employees’ tax reconciliation (EMP501) submitted to SARS will also 
include a reconciliation of the SDL for the year (SARS, 2014).  
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 Registration requirements: Skills development levy 3.3.7.1
All employers as defined in the Fourth Schedule to the Income Tax Act (refer to 
section 3.3.6.1) must register for and are liable for SDL. Application to register as an 
employer must be made on an EMP101. When registering as an employer, the 
employer must indicate to SARS the jurisdiction of the Sector Education and Training 
Authority (SETA) within which the employer must be classified as well as the 
applicable Standard Industrial Classification (SIC) code. 
Although certain employers are exempt from paying the SDL, these employers will 
not be listed in this study as they fall outside the scope of the respondents being 
studied.  
Failing to register will subsequently result in outstanding declarations and payments 
that will result in penalties and interest payable when late returns are submitted 
(RSA Tax Administration Act 2011: Chapter 15). 
 The unemployment insurance fund (UIF) 3.3.8
Workers who become unemployed are entitled to claim from the Unemployment 
Insurance Fund (UIF). The unemployment may be caused by termination of 
employment, illness of employee or the employee taking maternity leave. Workers 
who resign from their employment are not entitled to claim from the UIF (RSA 
Department of Labour 2013). Both the employer and the employee have to 
contribute to the UIF. The contributions are calculated as one per cent of gross 
remuneration payable to the employee. 
In order to determine if a business or individual is liable for the payment of UIF, the 
definitions of “employer” and “employee” as contained in the Unemployment 
Insurance Contributions Act No 4 of 2002 needs to be considered.  
Employee and employer for purposes of unemployment insurance are defined in 
section 1 of the Unemployment Insurance Contributions Act No 4 of 2002 as: 
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“employee” means any natural person who receives any remuneration or to whom 
any remuneration accrues in respect of services rendered or to be rendered by 
that person, but excludes an independent contractor; 
“employer” means “employer” as defined in paragraph 1 of the Fourth Schedule to 
the Income Tax Act, and includes a “representative employer” as defined in that 
Schedule; 
As described above, “employer” refers to any person who pays remuneration to 
employees. A “representative employer” is defined as: 
(a) in the case of any company, the public officer of that company, or, in the 
event of such company being placed in liquidation or under 
judicial management, the liquidator or judicial manager, as the case may be; 
(b) in the case of any municipality or any body corporate or unincorporated 
(other than a company or a partnership), any manager, secretary, officer 
or other person responsible for paying remuneration on behalf of 
such municipality or body; 
(c) in the case of a person under legal disability, any guardian, 
curator, administrator or other person having the management or control of 
the affairs of the person under legal disability; or 
(d) in the case of any employer who is not resident in the Republic, any agent 
of such employer having authority to pay remuneration, 
who resides in the Republic, but nothing in this definition shall be construed as 
relieving any person from any liability, responsibility or duty imposed upon him or 
her by this Schedule (Unemployment Insurance Contributions Act 2002: section 1). 
If the employer is registered for employees’ tax, the UIF returns are submitted 
monthly as part of the EMP201-return, otherwise the employer must submit its 
returns on a monthly basis to the Unemployment Insurance Commissioner, and 
payment must be done on or before the 7th of the month following the month in which 
the UIF contributions accrue (SARS, 2013d). In terms of the Tax Administration Act, 
2011, interest (Chapter 12) and penalties (Chapter 15) will be imposed on late and 
outstanding payments. 
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Where an employee’s contribution has been deducted from his/her salary by the 
employer but the employer (other than a listed company) has failed to pay the 
contribution to SARS or to the Unemployment Insurance Commissioner, the 
representative employer will be held personally liable for the outstanding payment 
and any penalty which may be imposed in respect of that payment (section 7(4A)). 
  Registration requirements: Unemployment insurance fund  3.3.8.1
Registration for UIF takes place automatically if the employer is also registered to 
pay employees’ tax (SARS, 2011a). If the employer is not liable to pay employees’ 
tax, the employer must register separately for UIF purposes with the Department of 
Labour by completing the UI-8 or the UI-19 (for business employers). If the employer 
is not required to pay employees’ tax but employs employees, then the payment of 
the UIF contributions and the returns are submitted directly to the Unemployment 
Insurance Commissioner and the South African Revenue Service (SARS, 2013d).  
 Occupational injuries and diseases (OID) 3.3.9
The Compensation for Occupational Injuries and Diseases Act of 1993 provides for 
compensation for employees who, because of a workplace accident, are injured, 
disabled, killed or become ill in the case of a work-related disease. 
All employers (for OID purposes) are required to make an annual compulsory 
contribution to the Compensation Fund. Employer is defined as follows in section 1 
of the Occupational Injuries and Diseases Act of 1993: 
“employer” means any person, including the State, who employs an employee, and 
includes- 
(a) any person controlling the business of an employer; 
(b) if the services of an employee are lent or let or temporarily made available to some 
other person by his employer, such employer for such period as the employee works 
for that other person; 
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(c) a labour broker who against payment provides a person to a client for the rendering 
of a service or the performance of work, and for which service or work such person is 
paid by the labour broker; 
All employers are required to submit, before 31 March, a statement of earnings 
(W.As 8 Return of Earnings) paid to all their workers from the beginning of March to 
the end of February. The annual assessment is based on the employees’ earnings 
as well as the type of risk associated with the work being done (assessments tariffs). 
The assessment fee payable is calculated as follows: 
Assessment fee = total worker’s pay/100 x assessment tariff. 
The assessment fees are due within 30 days of the date of the assessment notice. 
An employer who fails to pay an amount due to the Commissioner will be guilty of an 
offence and will be liable to pay a fine at the prescribed percentage on the 
outstanding amount (RSA Occupational Injuries and Diseases Act 1993: section 87). 
 Registration requirements: Occupational injuries and diseases 3.3.9.1
All employers that employ employees are required to register by completing a 
registration document, W.As 2. This document needs to be submitted along with a 
copy of ID documents (in the case of an individual) or a copy of the CK1/2 or CM1 + 
CM29 (in the case of a Close Corporation or a Company).  
 Securities transfer tax (STT) 3.3.10
With effect from 1 July 2008, securities transfer tax is payable on the transfer of 
listed and unlisted securities. Section 1 of the Securities Transfer Tax Act No. 25 of 
2007 defines a “security” as follows: 
“security” means- –  
(a) any share or depository receipt in a company; or 
(b) any member’s interest in a close corporation, 
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Securities transfer tax is payable at a rate of 0.25 per cent of the taxable amount in 
respect of any transfer of a security. The taxable amount is equal to the 
consideration payable for the security or in certain cases, the market or declared 
value of the security (RSA Securities Transfer Act 2007: section 5). 
Depending on the type of security transferred, the payment date of the Securities 
transfer tax would be as follows: 
 Listed securities – by the 14th day of the month following the month during 
which the transfer of the securities occurred. 
 Unlisted securities – within two months from the end of the month during 
which the transfer of securities occurred (SARS, 2013e). 
Declaration and payment of Securities transfer tax can only be done electronically 
via the e-filing system (eSTT system). Failure to pay the full amount of the tax within 
the prescribed period will result in a penalty of ten per cent of the amount of tax not 
paid within the prescribed period. Failure or negligence to submit the declaration 
within the prescribed period or the submission of a false statement is an offence that 
could see the taxpayer liable, on conviction, of a fine or imprisonment for a period 
not exceeding 12 months. 
Interest and penalties payable will be added to the amount of eSTT as per the 
electronic declaration. Interest cannot be remitted by the Commissioner but he may 
remit the penalty or a portion thereof (SARS, 2013e). 
 Registration requirements: Securities transfer tax 3.3.10.1
Registration for eFiling is required before the taxpayer can register for eSTT. 
Registration as an eFiler involves the process by which the taxpayer records specific 
data in respect of their personal information on the eFiling system. The taxpayer will 
be issued with a login and password for future use. To register on eFiling, an 
individual has to be a registered taxpayer and/or the business should be registered 
with SARS (SARS, 2015). Once registered for eSTT, the electronic declaration can 
be completed and submitted. 
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 Other taxes and levies 3.3.11
The initial review of the literature identified the following taxes that can be levied on 
small business. A short discussion of each of these taxes is offered in order to 
provide a comprehensive heuristic model. These taxes are levied on the occurrence 
of an event (normally by an agent appointed in terms of the legislation) and do not 
require specific registration actions by the small business. 
 Transfer duty 3.3.11.1
Transfer duty is an indirect tax levied on the transfer of fixed property in South Africa 
and is payable by the purchaser (RSA Transfer Duty Act No. 40 of 1949). The tax is 
based on the consideration paid for the property and levied on a progressive scale 
(Table 3.12 to Table 3.14). If the property was acquired for no consideration or for 
consideration less than market related, the transfer duty will be payable on the fair 
market value of the property (RSA Transfer Duty Act section 5(6)). If the sale of fixed 
property is however subject to VAT it will be exempt from transfer duty (RSA 
Transfer Duty Act: section 9(15)).  
Transfer duty is payable within six months of the date of acquisition of the property. 
This payment is done through the Conveyancer. Failure to pay the tax within the 
prescribed period will result in interest being levied at a rate of ten per cent per 
annum for as long as the transfer duty remains unpaid (RSA Transfer Duty Act 1949: 
section 4). The receipt for payment or an exemption certificate must be submitted 
with the transfer documents to the Deeds Registry in order to effect transfer of the 
property. 
Table 3.12 and Table 3.13 provide the transfer duty rates that applied to transactions 
that took place between 1 March 2006 and 22 February 2011.  
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Table ‎3.12: Transfer Duty Rates, Individuals (2010) 
Fair market value or consideration Rate of transfer duty 
Not exceeding R500 000 0% of the amount 
Exceeding R500 000 but not R1 million 5% of the amount exceeding R500 000 but does 
not exceed R1 000 000 
Exceeding R1 000 000 R25 000 plus 8% of the amount exceeding 
R1 000 000 
(Source: SARS, 2013h) 
Table ‎3.13: Transfer Duty Rates, Non-Natural Persons (2010) 
Fair market value or consideration Rate 
On the full purchase consideration or fair market value (whichever is 
applicable) 
8% 
(Source: SARS, 2013h) 
From 23 February 2011, all persons including Companies, Close Corporations and 
Trusts are subject to the same Transfer duty rates. The rates for 2016 are 
summarised in Table 3.14 below. 
Table ‎3.14: Transfer Duty Rates (2016) 
Fair market value or consideration Rate of transfer duty 
Not exceeding R750 000 0 per cent of amount 
Exceeding R750 000 but does not exceed R1.25 
million 
3 per cent of the amount exceeding R750 000 
Exceeding R1.25 million but does not exceed 
R1.75 million 
R15 000 + 6 per cent of the amount 
exceeding R1.25 million 
Exceeding R1.75 million but does not exceed 
R2.25 million 
R45 000 + 8 per cent of the amount 
exceeding R1.75 million 
Exceeding R2.25 million R85 000 + 11 per cent of the amount 
exceeding R2.25 million 
(Source: Transfer Duty Act, 1949) 
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 Environmental levy 3.3.11.2
The following environmental levies may be applicable to transactions involving 
SMMEs: 
i. Plastic bags (Schedule No.1 Part 3A of the Customs and Excise Act) 
This levy is charged on certain plastic carrier bags and flat bags but excluding refuse 
bags, refuse bin liners or bags used for immediate wrapping or packaging. Local 
manufacturers of these bags are required to license their premises as manufacturing 
warehouses and submit quarterly excise accounts. This levy amounts to six cents 
per bag and is payable on entry for home consumption, i.e. when the retailer 
purchases the bags. 
ii. Electricity generated in the Republic from non-renewable resources (Schedule 
No.2 Part 3B of the Customs and Excise Act) 
Electricity generated at an electricity generation plant is liable for an 
environmental levy calculated on the quantity generated. Electricity generated in 
the Republic is subject to an environmental levy of 3.5 cents per kWh. 
iii. Electrical filament lamps (Schedule No.1 Part 3C of the Customs and Excise 
Act)  
A levy of R4 per electrical filament lamp is levied in order to promote energy 
efficiency and to reduce electricity demand. 
iv. Carbon Dioxide (CO2) vehicle emissions levy (Section 54FB of the Customs 
and Excise Act No.91 of 1964) 
This ad valorem CO2 emissions levy on new passenger motor vehicles was 
introduced with the effective date of 1 September 2010. The aim of this levy is to 
promote a more energy-efficient and environmentally friendly vehicle fleet. The 
levy for the transport of persons is based on the vehicle’s CO2 emissions at R90 
per g/km for each g/km exceeding 120 g/km. For the transport of goods the levy is 
payable at R125 per g/km for each g/km exceeding 175g/km (only effective from 1 
March 2011). 
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 Customs and excise duties 3.3.11.3
Customs and excise duties are levied on imported goods (RSA Customs and Excise 
Act 91 of 1964). The duties are calculated using the Schedules contained in the 
Customs and Excise Act, usually as a percentage of the value of the goods. Over 
and above customs duties, ad valorem excise duties are also levied on certain luxury 
or non-essential imports like perfumes. When goods are imported that are "dumped" 
from or subsidised in the country of origin an anti-dumping and countervailing duties 
are levied (SARS, 2013f).  
Entities clearing goods for importation into South Africa must be licensed with SARS. 
They must levy the duties and pay these over to SARS before the goods can be 
cleared for removal from the bond stores. The duties and levies must be paid 
monthly or quarterly depending on the product (SARS, 2013g). 
 Donations tax 3.3.11.4
Donations tax is a tax on the transfer of assets for no or insufficient consideration 
(RSA Income Tax Act 1962: section 58). The tax is levied in order to discourage 
taxpayers from donating their assets in order to avoid either normal tax or estate 
duty (Stiglingh et al. 2014: 826). 
The donations tax provisions are contained in sections 54 to 64 of the Income Tax 
Act. The donations tax is payable on the value of the property disposed of at a rate 
of 20 per cent (subject to certain exemptions (section 56)). Any donations (not 
otherwise exempt) made by an individual (including sole traders and partners in a 
partnership) will be exempt up to the value of R100 000 per year of assessment. 
Casual gifts by any donor other than a natural person are exempt up to R10 000 per 
year of assessment (RSA Income Tax Act 1962: section 56(2)(a)).  
Donations tax is payable by the donor of the asset. Should the donor fail to pay the 
donations tax within the prescribed period, the donor and the donee become jointly 
and severally liable for the tax (RSA Income Tax Act 1962: section 59). 
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 Estate duty 3.3.11.5
Estate duty is a tax levied in terms of the Estate Duty Act 45 of 1955, on the estate of 
a deceased person (including sole traders and partners in a partnership). The duty is 
calculated on the dutiable amount of the estate (RSA Estate Duty Act 1955: section 
2(2)). This includes all property (including share in small business or business 
assets) and deemed property (including certain life insurance policies (RSA Estate 
Duty Act 1955: section 3(3)(a)). The net value of the estate is reduced by a R3 500 
000 abatement to calculate the dutiable amount (RSA Estate Duty Act 1955: section 
4A). Estate duty is levied at a rate of 20 per cent (RSA Estate Duty Act 1955: First 
Schedule) and is payable by the deceased estate. In certain circumstances, the 
beneficiaries of the deceased estate could be held liable for estate duty (RSA Estate 
Duty Act 1955: section 11). The executor of the deceased estate is responsible for 
the payment of the estate duty to the Commissioner, on behalf of the estate (RSA 
Estate Duty Act 1955: section 11(a)(ii)). 
 Air departure tax 3.3.11.6
The tax is levied an all air passengers leaving South Africa and is charged by the 
supplier of the services (RSA Customs and Excise Act 1964: Section 47B). The rates 
are as follows:  
 Passengers departing to Botswana, Lesotho, Namibia and Swaziland pay 
R80 per passenger (from 1 October 2011: R100). 
 Passengers departing to other international destinations, R150 (from 
1 October 2011: R190) per passenger (section 47B). 
3.4 Registration Requirement Summary 
The taxes discussed above can be classified between taxes for which the small 
business must register if they meet the requirements (Registration taxes) and those 
taxes that are levied on specific transactions (Event taxes) (refer to figure 3.2).  
88 
 
 
Figure ‎3.2: Types of Taxes 
 
The registration requirements of the registrations taxes are summarised in 
Table 3.15 below. For the purpose of the analysis in Chapter 5, a variable name 
describing the requirement was added to the summary.  
  
 
Registration taxes 
Turnover Tax 
Income Tax 
Provisional Tax 
Value-added Tax 
Employees' Tax 
Skills development levy  
Unemployment Insurance Fund 
Occupational injuries and 
diseases  
Securities transfer tax 
 
 
Event taxes 
Transfer duty  
Environmental levies 
Customs and excise duties 
Donations tax 
Estate duty 
Air departure tax 
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Table ‎3.15: Registration Taxes: Compliance Requirements Summary 
TAX LIABILITY REGISTRATION COMPLIANCE REQUIREMENTS 
Turnover tax A taxpayer can elect to become a micro business if the 
qualifying turnover does not exceed R1 million for the year 
of assessment (Turnover value).  
Income Tax All persons must pay tax based on the various provisions of 
the Act (Person).  
Provisional Tax Any person who derives income that does not constitute 
remuneration is deemed to be a provisional taxpayer 
(Income type). 
Companies and close corporations are automatically 
registered as a provisional taxpayer (Type of business). 
Value-Added Tax A person is liable to register for VAT if the total value of 
taxable supplies exceeds or is likely to exceed R1 million 
(Turnover value).  
Employees’ Tax Every employer who pays remuneration to employees 
(Employer). 
Skills development levy (SDL) All employers who pay remuneration to employees 
(Employer). 
Unemployment Insurance Fund 
(UIF) 
Every employer who pays remuneration to employees 
(Employer). 
Occupational Injuries and Diseases 
(OID) 
 Every employer who pays remuneration to employees 
(Employer). 
Securities Transfer Tax (STT) Securities transfer tax is payable on the transfer of listed 
and unlisted securities (Securities). 
 
A summary of the event taxes and the events required to trigger the tax liability are 
listed in Table 3.16 below. 
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Table ‎3.16: Event Taxes Summary 
TAX LIABILITY EVENT CAUSING THE TAX LIABILITY 
Transfer duty This is an indirect tax payable by the purchaser on the 
transfer of fixed property. 
Environmental levies Depending on the type of entity, specific environmental 
levies may be applicable, for which the entity would be 
required to obtain a license for the business. 
Customs and excise duties Entities clearing goods for importation must be licensed 
with SARS. The relevant duties are then levied and paid 
over to SARS. 
Donations tax Payable by the donor of the asset. 
Estate duty Payable by the deceased estate. The executor of the 
deceased estate is responsible for payment to the 
Commissioner. 
Air departure tax The tax is levied on all passengers leaving South Africa 
and is payable by the carrier to the revenue authorities. 
3.5 Conclusion 
In this chapter, the various types of taxes applicable to South African small 
businesses were discussed in order to develop the second level of the heuristic 
model used in this study. For each of these taxes the levying provisions were briefly 
discussed to determine which transactions or businesses would be subject to the 
specific tax. If it was established that a small business could be subject to the tax 
under review, the registration requirement for the specific type of tax was discussed. 
As the objective of the study was to determine if any demographic factors influence 
the registration compliance of a small business for selected taxes, only taxes for 
which a business must register will be included in the remainder of the thesis. The 
registration requirements for the registration taxes formed the basis of the statistical 
analysis conducted in Chapter 5.  
The next chapter provides the demographic profile of respondents that participated 
in the survey that was used for purposes of analysis. Data obtained in the survey 
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was analysed using the heuristic model developed in this and the previous model 
(Figure 3.3). 
 
Figure ‎3.3: Factors Significantly Influencing Tax Compliance 
  
 
 
 
 
 
 
 
Age 
Gender 
Ethnicity & Language 
Marital status 
Education 
Province 
Area 
Business type 
Turnover 
Profit 
Number of employees 
Registration  
taxes 
Income Tax 
Value Added Tax 
Employees' Tax 
Skills Development Levy  
Unemployment Insurance 
Fund 
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 CHAPTER 4 
METHODOLOGY 
4.1 Introduction 
The objective of the study was to determine whether any demographic factors 
influence the registration compliance of a small business for selected taxes levied in 
South Africa on SMMEs. 
In order to achieve this research objective, two research methods were applied. 
During the first phase, a secondary data analysis focusing on existing literature was 
conducted. The research focused on reviewing literature required to achieve the first 
two sub-objectives of the study, namely: 
 Identify factors that could be used to explain compliance behaviour of 
SMMEs; and 
 Analyse the different taxes and levies that SMMEs must register for in South 
Africa. 
After completing the secondary data analysis phase (phase one), the heuristic model 
(figure 3.1) that was developed was used to analyse responses received from 
participants in the SMME survey (primary research phase – phase two of the study). 
This chapter discusses the survey conducted amongst SMMEs and the profile of the 
respondents that participated in the survey. In the following section, the first phase of 
the research process will be discussed. 
4.2 Phase One: Secondary Research  
The selected method for the purposes of this section of the study was a conceptual 
analysis (qualitative research design) by way of a literature and documentary study. 
The documents assessed in the study included books, conference proceedings, 
national and international subject journal articles, accredited journal (international 
and national) articles, theses and dissertations that had to be evaluated (Babbie & 
Mouton, 2009). An archival research method was used as historical documents, 
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reports and articles were examined to identify information relevant to the topics 
under review. The documents used in the study were obtained from library searches 
conducted with the assistance of a librarian as well as seminal work used by other 
authors in their documents, reports and articles. 
The first section of the literature review focused on factors that could influence 
compliance behaviour of small businesses. These results were used to develop the 
first level of the heuristic model, namely demographic factors that influence 
compliance behaviour of taxpayers (refer to Chapter 2). 
During the second section of the literature review, a doctrinal research approach was 
followed for a systematic exposition of the legal rules relating to the specific topic. 
The methodology further entailed an analysis of the relationship between rules and 
explained areas of difficulty. It was based on purely documentary archival data 
(McKerchar, 2008). The research was conducted by analysing relevant provision of 
pieces of legislation relating to each of the following taxes in order to obtain an 
understanding of the registration and compliance requirements applicable to 
SMMEs:  
 Turnover tax (Sixth Schedule of the Income Tax Act No. 58 of 1962, Chapter 
3.3.2) 
 Income tax (Income Tax Act No. 58 of 1962, Chapter 3.3.3) 
 Provisional tax (Part III, Fourth Schedule of the Income Tax Act No. 58 of 
1962, Chapter 3.3.4) 
 Value-Added tax (VAT) (Value Added Tax Act No. 89 of 1991, Chapter 3.3.5) 
 Employees’ tax (PAYE) (Part II, Fourth Schedule of the Income Tax Act No. 
58 of 1962, Chapter 3.3.6) 
 Skills development levies (SDL) (Skills Development Levies Act 1998, 
Chapter 3.3.7) 
 Unemployment insurance fund (UIF) (Unemployment Insurance Fund Act No. 
4 of 2002, Chapter 3.3.8) 
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 Occupational injuries and diseases (OID) (Compensation for Occupational 
Injuries and Diseases Act, 1993 , Chapter 3.3.9) 
 Securities transfer tax (Securities Transfer Tax Act No. 25 of 2007, Chapter 
3.3.10) 
 Transfer duty (Transfer Duty Act No. 40 of 1949, Chapter 3.3.3.11.1) 
 Environmental levy (Customs and Excise Act No. 91 of 1964, 
Chapter 3.3.11.2) 
 Customs and excise duties (Customs and Excise Act No. 91 of 1964, Chapter 
3.3.11.3) 
 Donations tax (Part V of the Income Tax Act No. 58 of 1962 , 
Chapter 3.3.11.4) 
 Estate duty (Estate Duty Act No. 45 of 1955, Chapter 3.3.11.5) 
 Air departure tax (Customs and Excise Act No. 91 of 1964, Chapter 3.3.11.6). 
The results of this analysis were used to develop the second level of the heuristic 
model namely the tax registration requirements. 
4.3 Phase Two: Primary Research  
An interpretative research approach was adopted for the second phase of the 
present research, as it sought to understand and describe the topic under review 
(Babbie & Mouton, 2009). The research method applied was a quantitative analysis 
of the results obtained from a survey amongst small businesses. 
During this phase of the study, data gathered from small businesses in South Africa 
was scrutinised to: 
 Analyse SMMEs’ compliance status using their demographic profile to 
determine whether any of these factors significantly influence non-
compliance.  
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The data used in this study was obtained as part of an omnibus study as described 
below. In the following section the sample design plan (refer to section 4.4) will be 
discussed as well as the data capturing, editing and cleaning processes that were 
followed to obtain the data used for analysis purposes (refer to section 4.5). 
4.4 Sample Plan Design 
A sampling plan design comprises various elements that are all discussed in more 
detail below. 
 Omnibus study 4.4.1
The data used in this study was collected as part of an omnibus study conducted by 
FinMark Trust to profile South African small businesses (Finscope, 2010). 
An omnibus study is a method of quantitative marketing research where data on a 
wide variety of subjects is collected during the same interview (Ispos Mori, 2013). 
These periodic research surveys are normally conducted by professional marketing 
research companies. The term “omnibus” refers to the fact that multiple research 
clients will provide proprietary content for the survey (Ispos Mori, 2013). During these 
interviews, individuals from a specifically targeted market segment are interviewed 
about their product and brand preferences, amongst others. Usually, a number of 
standard questions to work out the demographic and sosio-economic backgrounds 
of the respondents form the basis of an omnibus research. The common 
demographic data collected from each respondent is shared amongst the research 
clients. The survey respondents are selected using probability sampling (Monash 
University, 2004; Ispos Mori, 2013; Market Research Society, 2013; Wikipedia, 
2013). 
The main advantage to the research client is that the omnibus survey is cost 
effective as the sampling and screening costs are shared across multiple clients 
(Monash University, 2004; Ispos Mori, 2013; Market Research Society, 2013; 
Wikipedia, 2013). 
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This study formed part of the omnibus survey conducted by Finmark Trust to 
investigate the overall profile of small businesses in South Africa. Finmark Trust 
acted as the main sponsor for the study, which provided other institutions such as 
government and academic institutions the opportunity to identify aspects to be 
considered during the investigation. As the current study is used for academic 
purposes, Finmark Trust has granted the author permission to use the data and 
access to additional information, including the demographic information of 
respondents contained in the data set. 
 SMME population 4.4.2
The statistical reliability of the sampling framework will influence the validity of the 
survey (Finscope 2010). For statistically valid sampling purposes, the small business 
survey faces a unique challenge in that it is very difficult to establish the universe for 
the small business sector. 
In South Africa, no accurate information is available on the size of the SMME 
universe, especially on the informal sector, which is estimated to represent at least 
two-thirds of the SMME population (Berry, Von Blottnitz, Cassim, Kesper, 
Rajaratnam, & Van Seventer, 2002:12). 
 Sample methodology 4.4.3
A framework that consists of the records of both formal and informal small 
businesses does not exist in most countries including South Africa. In order to do 
sampling in the absence of a sampling framework, a small business listing exercise 
(Finscope 2010) had to be carried out before the survey could be conducted. The 
steps that must be followed during the process are listed below. 
Step 1: Identifying the geographical areas of the country where the survey will 
be conducted. This sample of enumerator areas (EAs) must be 
representative at a national, urban-rural and regional level. 
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Step 2: Listing demographic details for every member of every household in 
each of the sampled EAs, and simultaneously identifying small 
business owners. 
Step 3: Drawing a random sample of small business owners to be interviewed 
for each of the sampled EAs, using the listing information.  
Firstly, a sample of 1000 EAs was drawn from an EA sampling frame based on the 
2001 population census. Secondly, this was benchmarked to Stats SA’s 2009 
midyear estimates of population numbers per province, race, five-year age groups 
and gender. Lastly, the “Province” and “EA types” were used as explicit stratification 
variables. EAs were selected based on probability proportionate to size, within each 
of the strata. (i.e. the number of households in that EA). 
The approach used to identify six qualifying households per sampled EA was a 
negative binomial listing.  
A qualifying household for the purposes of this survey was a household with one or 
more small business owners. Small business owners in this survey were defined as 
individuals: 
• 16 years or older; 
• who were self-perceived business owners; and 
• employed less than 200 people. 
In the case of one qualifying household with more than one small business owner, 
the respondent (qualifying individual) with a birth date closest to the date of the 
interview was selected for the interview. If the selected respondent could not be 
interviewed, the household was replaced and a new respondent selected. 
In the 1 000 sampled EAs, it was not possible to interview six small business owners 
in all of the EAs, as in some EAs the listing exercise indicated that there were less 
than six small business owners whilst in other EAs there were none. 
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The validity of the listing exercise was evaluated where less than six interviews were 
recorded for a specific EA. If a specific EA had no interviews, an additional EA was 
sampled at random to be added to the original sample of 1 000 EAs in order not to 
affect the planned sample size of 6 000 interviews. 
 Data collection instrument  4.4.4
The questionnaire design phase included conducting 15 focus group discussions 
with small business owners from both urban and rural areas. A summary report of 
the focus group discussions is readily available from FinMark Trust. 
For an effective questionnaire design, a better understanding of the specific needs 
and challenges of the small business owner is required. This essential background 
information was obtained by means of the focus group discussions. 
The results of the focus groups discussions were used to design a structured 
questionnaire with mainly closed questions. Minor adjustments were made to the 
survey instrument on completion of the Gauteng pilot survey as well as the results 
from the Zambia Business Survey.  
 Data collection methodology  4.4.5
Face-to-face interviews were selected as the method of data collection. Face-to-face 
interviews have the advantage that the person conducting the interview is skilled and 
trained to conduct the interview and is able to explain the questions that are being 
asked of the person being interviewed. The questionnaires were translated into 
Afrikaans, isiXhosa, isiZulu, Setswana, SeSotho and Sesotho sa Leboa (Northern 
Sotho) to ensure greater coverage of the targeted businesses.  
Alternative methods may have proved to be problematic, as the respondent may 
have had difficulty in understanding and/or interpreting some of the questions on the 
questionnaire. This problem is resolved by a face-to-face interview. 
In addition, email as method of data collection would not have been viable, as many 
of the respondents did not have an email address or even access to a computer. For 
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similar reasons facsimile would prove not a viable option. Even in the event of a 
respondent having access to these methods of communication, a high response rate 
was not expected from these methods and follow-ups, which would be time-
consuming, would have to be conducted. This also allows greater room for error in 
the respondent’s answers to the questions if there is no one to explain any difficult 
concepts to the respondent.  
The face-to-face interview process is considered the most appropriate method to 
collect the data. The survey was conducted by TNS Research Surveys during the 
period April to May 2010. This was followed up by a topline launched during October 
2010. 
By the end of the survey process, the following data was collected: 
 6 450 potential respondents were contacted. 
 5 676 interviews were completed (in line with ethical practices participants 
had the right to refuse to answer certain questions). 
 774 potential respondents could not be interviewed or were partially 
conducted. This is due to the respondents either refusing the interview or not 
being available for interview purposes. The interviews that were partially 
conducted were not included in the data set. 
The quality of the data provided by the survey needed to be exceptionally reliable as 
the FinScope South Africa Small Business Survey 2010 was the first study to 
indicate the size and dynamics of the South African small business sector. 
Extensive and comprehensive quality controls were put in place by the research 
partner, TNS Research Surveys. This was done to ensure that the quality and 
accuracy of the data collected as well as the survey methodology was effectively 
implemented so that the validity and accuracy of extrapolation of the survey data 
could not be questioned. 
100 
 
Additional independent quality checks to supplement and verify these control 
measures were carried out by FinMark Trust (main sponsor of the research). These 
checks included: 
 Questionnaire spot checks to assess completeness and logic of submitted 
questionnaires; 
 Unannounced field visits to verify field teams’ implementation of the survey 
methodology and the interviewing process; 
 Independent back-checks on completed Enumerator Areas (EAs) to validate 
the data contained in completed questionnaires, as well as the listing 
information. 
After completing all their requirements FinMark Trust released the dataset certifying 
that the correct survey methodology was followed and that it could be regarded as 
valid and accurate in terms of representing the small business situation in South 
Africa. 
The following quality control measures were implemented by TNS Research Surveys 
to ensure that data was accurately collecting during the fieldwork portion: 
 The 18 field managers and 355 interviewers received a detailed interactive 
briefing to ensure that they fully understood the requirements of this study. 
Each question in the questionnaire was explained. The briefing included 
instructions regarding the sampling approach to be followed when in the field. 
 Fieldwork commenced after the briefing. After the first 100 successful 
interviews had been completed, the questionnaires were checked and 
debriefed. A full re-brief of the questionnaire took place, identifying common 
areas of confusion or error. 
 Field managers provided on-the-job coaching on issues as they arose. The 
field managers were also responsible for debriefing each completed 
questionnaire by ensuring that all relevant questions have been completed 
and that the sampling approach had been correctly implemented. 
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 Spot-checks were conducted on fieldworkers to ensure that the correct 
procedures were followed and if necessary, corrective action was taken. The 
field managers were also responsible for conducting back-checks on at least 
ten per cent of each fieldworker’s work completed. 
 Interviewer bias was limited by restricting the number of interviews by 
interviewer to 50. 
 Additional telephonic checks were done when completed questionnaires were 
submitted. 
 2 729(48%) independent back-checks were carried out. 
 Audits were carried out on 205 EAs. This was done by an independent task 
team of senior research executives and support managers. They had to 
ensure that the random walk had been adhered to in relation to the numbering 
and street names on the map, that the listing forms were comprehensively 
completed and that all visiting points had been sufficiently exhausted where a 
qualifying respondent was not successfully interviewed. 
 Editing, coding and data capturing 4.4.6
Editing comprised the scrutinising of the responses to determine whether the data 
recorded in the questionnaire was acceptable in terms of the following: 
 adherence to sample requirements 
 relevance 
 completeness  
 legibility 
 comprehensibility 
 consistency (Tustin et al., 2005b:452-455) 
According to the fieldwork manual, if any discrepancies were noticed on the 
completed questionnaire they were sent back to the field to resolve. 
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Coding involves the assigning of numbers or other symbols to responses so that the 
responses can be grouped into a limited number of classes or categories (Cooper & 
Schindler, 2003: 456). 
SurveyCraft was used to capture and code the questionnaires. Data specifications 
were set up according to the questionnaire and questionnaire instructions, which 
allowed for a clean data entry system.  
Data capturing is the transfer of data from acceptable data-collection questionnaires 
to a computer (Tustin et al., 2005b: 469). Data capture was verified to ensure quality 
data. Approximately ten per cent of each capturer’s work was verified by the data 
capture supervisors. The verification process took place during the capturing process 
in order to correct any errors at an early stage. The verification process was done by 
recapturing entire questionnaires. Extensive forensic checks were carried out once 
the entire dataset was made available. Several demographic variables were selected 
and looked at in relation to one another. Anomalies were then reviewed and checked 
to establish their validity. 
 Validity and reliability of the data 4.4.7
Over and above the validity and reliability tests described in the data collection 
methodology section (section 4.4.5), statistical reliability tests were performed on the 
survey data. Sample surveys are subject to error and mainly yield estimates but no 
precise values. The most common errors that influenced the validity of data used in 
the study are discussed below: 
 Sampling error: Sample error occurs when a sample selected is not perfectly 
representative of the population (Tustin et al., 2005b:376). In the absence of a 
sampling framework, small business listing exercises were carried out before 
the survey was conducted. By drawing a representative sample of enumerator 
areas (EAs) at national, urban-rural and regional level and identifying small 
business owners in each of the EAs, a random sample of small business 
owners was drawn to be interviewed from each of the sampled EAs. 
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 Respondent errors: Respondent errors occur where respondents misinterpret 
questions asked or incorrectly record answers (Tustin et al., 2005b:378). Field 
teams were intensively briefed on all the questions in the questionnaire and 
received specific instructions on the sampling approach. After the first 100 
successful interviews, the questionnaires were checked and debriefed. Field 
managers were available to provide on-the-job coaching to the field teams if 
they encountered any difficulties. Each completed questionnaire was 
debriefed by a field manager and spot-checks were also performed by the 
field managers. Each field manager was required to do back checks on at 
least ten per cent of each field worker’s work completed. In order to prevent 
interviewer bias, an interviewer was only allowed a maximum of 50 interviews. 
Additional telephonic checks were done on completed questionnaires. From 
the total sample of 5 676 interviews that were conducted, 2 979 independent 
back-checks (48%) were carried out. Lastly, an independent task team carried 
out audits on 205 EAs.  
 Coding and capturing errors: These errors occur when data is incorrectly 
coded or captured in the database (Tustin et al., 2005b:379). Data 
specifications were set up according to the questionnaire before being 
captured and coded using SurveyCraft. Data capture supervisors verified 
approximately ten per cent of each capturer’s work. Verification was done by 
recapturing entire questionnaires. Extensive forensic checks were carried out 
on the entire dataset. 
 Error of explanation: These errors occur when a researcher makes 
inappropriate conclusions about a cause-effect relationship (Tustin et al., 
2005b:379). To compensate, the results of the survey were compared to 
international research to determine if trends established were similar to trends 
found in other countries.  
Due to the number of interviews conducted and thus the large sample, this study 
relied on the central limit theory to measure the accuracy of the statistics (Tustin et 
al., 2005b), including the sample mean. The central limit theory states that, given 
certain conditions, the arithmetic mean of a sufficiently large number of iterates of 
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independent random variables, will be approximately normally distributed (Wikipedia 
2013).  For data, the distribution of the sample means has an approximate normal 
distribution as long as the sample size is large enough (at least 30) (Tustin et al., 
2005b:575). Based on the central limit theory, the accuracy of the data in this study, 
with the total sample of 5 676 completed interviews, can thus be assumed.  
 Data analysis 4.4.8
The data obtained from the fieldwork was analysed using IBM SPSS statistics. For 
the purpose of this study the question related to the taxes being analysed as well as 
the demographic information questions was used. The information was obtained 
using different types of question, namely dichotomous questions, multiple-choice 
questions and open-ended questions. 
Table ‎4.1: Type of Questions 
Type of question  Dichotomous 
questions 
Multiple-choice 
questions 
Open-ended 
questions 
Income tax  1 8 3 
Value added tax  1 8 3 
Employees’ tax  1 8 3 
Unemployment insurance 
fund 
 1 8 3 
Workmen’s compensation  1 8 3 
 
The data collected was analysed to develop a new compliance variable for each of 
the compliance taxes included in the heuristic model. The variable was developed 
based on the registration requirements for each of the taxes and the answers 
provided by the respondents. The results were firstly analysed by means of 
descriptive statistics. Thereafter, inferential statistical analysis was done to 
determine if significant difference exist between compliant and non-compliant 
respondents. As the dependent variable created was a categorical variable, 
Pearson’s Chi-square test was used for the analysis (Pallant, 2013).  
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The demographic profile of the respondents included in the database will be 
discussed in the next section.  
4.5 Demographic Profiles 
 Introduction 4.5.1
The data used for the analysis conducted in the study was obtained as part of the 
Finscope South African Small Business Survey. Permission was obtained from the 
owners of the data to use the content for academic purposes. This section provides 
an overview of the demographic and business profile of the respondents that 
participated in the study. This information was used to perform analysis to determine 
if any demographic factor had a visible effect on the compliance behaviour of 
SMMEs.  
This section will provide the details of the respondents that participated in the survey. 
As specific taxes are only payable if certain criteria are met, the respondents 
included per sub-group will depend on how many of the respondents are liable to 
register for that specific tax. The requirements and numbers of respondents meeting 
the requirement per group will be presented during the discussion of each type of tax 
in Chapter 5. 
The analysis of profile of the respondents (section 4.5.2) indicated that the sample 
does present a reliable and valid representation of the small and medium sized 
business in South Africa.  
As per the heuristic model developed in the previous chapters, the demographic 
factors that were considered in this study are listed in Figure 4.1 below. In the 
following chapter, each of these factors will then be analysed per tax to determine its 
significance when determining if a business met its tax registration obligation. 
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Figure ‎4.1: Heuristic Model 
 Age of business owners 4.5.2
The respondents that participated in the study were divided into five age groups, 
similar to those used in the Global Entrepreneurship Monitor survey (Maas & 
Herrington, 2007). The age of respondents that participated in this survey indicated 
that the majority of SMME business owners were between 35 to 49 years of age 
(Figure 4.2).  
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Figure ‎4.2: Age Groups 
The age profile of respondents in this survey follow a similar pattern to that of the 
2006 GEM survey, with the main exception being that the majority of respondents in 
the previous study was age group 25 to 34 years (Maas & Herrington, 2007: 17). As 
the age distribution of the current study is similar to those of previous studies in 
South Africa, it is submitted that this variable can be used to provide meaningful 
insight into the topic under review.  
 Gender of business owners  4.5.3
The respondents in this survey indicated that the majority of the SMME business 
owners are female (55%) (Figure 4.3). A comparison of these figures with the results 
from both the Survey of Employers and Self Employed (StatsSA, 2009) and the 
Labour Force Survey (StatsSA, 2010) indicates that these figures correspond to the 
data in those studies (refer to Table 4.2). 
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Figure ‎4.3: Gender 
Although the female economically active population is smaller than their male 
counterparts, the figures indicate that women are as likely as men to engage in 
entrepreneurial activity. The Annual Review of Small Businesses in South Africa as 
well as the Survey of Employers and the Self-employed shows that female business 
owners dominate the operation of the informal sector (refer to Table 4.2). 
Table ‎4.2: Business Owners as Percentage of Economically Active Population, by Gender 
(September 2005 & March 2007) 
Gender SESE – September 2005 LFS – March 2007 
Business 
owners 
(Non-VAT 
registered 
businesses
) 
Economically 
active 
population 
Business 
owners as 
% of 
econo-
mically 
active 
population 
Business 
owners 
(Employers 
and self-
employed) 
Economicall
y active 
population 
Business 
owners as % 
of econo-
mically active 
population 
Wome
n 
922 000 7 669 000 12.0% 876 000 7 769 000 11.3% 
Men 771 000 9 112 000 8.5% 1 058 000 9 215 000 11.5% 
Total 1 693 000 16 788 000 10.1% 1 934 000 16 984 000 11.4% 
(Source: RSA Department of Trade and Industry, 2008) 
Male
Female
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The similarity to previous studies in South Africa confirms the inclusion of this 
variable in the data analysis group.  
 Ethnicity and language group of business owners  4.5.4
The results in this study (Figure 4.4) indicate that 69.3 per cent of SMME business 
owners are African; this is in line with the Annual Review of Small Businesses on 
South Africa that showed that in March 2007, Africans represented 71 per cent of the 
country’s SMME owners. The majority of the African business owners can be found 
in the informal sector with 88 per cent of these businesses being owned by Africans. 
 
Figure ‎4.4: Population Group 
The StatsSA Labour Force Survey showed that in March 2007 Africans represented 
71 per cent of SMME owners in South Africa (RSA Department of Trade and 
Industry, 2008: 69). This confirms the results from the data for this study that the 
majority of SMMEs are owned by Africans.  
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 Language of business owners  4.5.5
South Africa has 11 official languages as well as a variety of other languages being 
spoken (RSA Department of Government Communications, 2007). According to 
Census 2001, isiZulu represents 23.8 per cent of the population followed by isiXhosa 
(17.6%) and thirdly Afrikaans (13.3%). 
 
Figure ‎4.5: Language 
According to the Department of Government Communications (2007), home 
languages can be divided into the following groups: 
 Nguni (namely isiZulu, isiXhosa, isiNdebele and Swati); 
 European based languages (namely English and Afrikaans); 
 Other languages (namely Ndonga, Northern Sotho, Southern Sotho, Tsonga, 
Tswana, Tshivenda, Other African, Shona). 
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Considering the variety of languages included in the survey, it can be concluded that 
the survey was not biased towards any group and that the variable can therefore be 
used for further analyses. In order to provide meaningful analysis the recoded three 
groups will be used in the analysis. 
 Marital status of business owners  4.5.6
Although no studies have been conducted to determine if the marital status of 
business owners has a significant effect on tax compliance in the business, McGee 
(2012) indicates that marital status does affect people’s views on tax avoidance. The 
marital status of the owners of businesses that participated in this study is provided 
in figure 4.6. 
 
Figure ‎4.6: Marital Status 
Figure 4.6 indicates that the participants in the survey represented people with a 
variety of marital status. To facilitate the analysis of the data the initial groups were 
re-classified into the following groups: 
 Married: Two categories namely “married” and “not married but living with 
someone” were reclassified under this heading. The reason for including 
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Single/never married
Not married, living with someone
Divorced
Widowed
Separated
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“living together” is that the Income Tax Act 1962, as well as the Estate Duty 
Act, 1955, includes a permanent living arrangement in the definition of a 
“spouse”.  
 Single: This group contains the categories not classified as “married” and 
includes widowed, divorced, separated and single/never married. 
The result of this reclassification can be found in Table 4.3. These groups were used 
in the data analysis provided in the next chapter. 
Table ‎4.3: Marital Status 
Marital status Percentage 
Married 58.3% 
Single 41.7% 
Total 100% 
 
 
Figure ‎4.7: Marital Status (Reclassified) 
 
 Education level of business owners  4.5.7
The Survey of Employers and the Self-Employed (StatsSA, 2009), conducted by 
StatsSA, found that two-thirds of all respondents indicated that the main reason for 
starting their own business was unemployment. These entrepreneurs are seen as 
“necessity entrepreneurs” as they became involved in start-up businesses because 
they had no other choice.  
Married
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According to the Global Entrepreneurship Monitor South African Report (Maas & 
Herrington, 2006), 45 per cent of entrepreneurs are in possession of a Grade 12 
qualification with only nine per cent having completed a university qualification. This 
report highlights the fact that the majority of Total Early-stage Entrepreneurial Activity 
respondents (75%) have a qualification equal to or lower than Grade 12. The 
education profiles of business owners that participated in the study are provided in 
figure 4.8.  
 
Figure ‎4.8: Education 
 
As in the case of the Total Early-stage Entrepreneurial Activity survey, the majority of 
respondents that participated in this study (58%) also had an education of less than 
Grade 12.  
Due to the uneven distribution of the respondents in the initial groups, these groups 
were combined as follows for purposes of the analysis (refer to Chapters 5 and 6): 
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 Primary school: this group contains the data from the initial no schooling, 
some primary schooling and primary schooling completed group. 
 Some secondary schooling: this group contains respondents that indicated 
they had some high school education. 
 Completed secondary schooling: this group contains respondents that have 
completed matric. 
 Post-secondary schooling: this group houses respondents that have some 
post-school education (including apprenticeship, diploma or any University 
degree). 
After the reclassification to facilitate data analysis, the educational profile of business 
owners is provided in Table 4.4 and figure 4.9. 
Table ‎4.4: Educational Profile of Business Owners 
Level of schooling Percentage  
Primary school 18.9% 
Some secondary schooling 38.9% 
Complete secondary schooling 29.0% 
Post-secondary schooling 13.2% 
Total 100.0% 
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Figure ‎4.9: Level of Schooling (Reclassified) 
From the analysis of the respondents that completed the current survey it can be 
concluded that the variable can be used for further analysis. 
 Provincial distribution of businesses  4.5.8
Small business can be found in all provinces across South Africa. Previous research 
conducted by the Department of Trade and Industry (2008:67) confirmed this but 
found differences in the profile of formal or informal small businesses in different 
provinces. Table 4.5 provides the provincial distribution of registered enterprises 
(formal sector) and non-VAT registered businesses (informal sector) identified in 
previous studies.  
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Table ‎4.5: Provincial Distribution of SMMEs in Previous Studies 
Province Formal sector (%) 
(March 2007) 
Informal sector (%) 
(Sept 2005) 
Eastern Cape 5.3% 13.4% 
Free State 3.2% 6.6% 
Gauteng 48.3% 24.6% 
KwaZulu-Natal 13.0% 18.8% 
Limpopo 2.9% 14.3% 
Mpumalanga 4.1% 7.7% 
North West 3.2% 8.0% 
Northern Cape 1.2% 0.7% 
Western Cape 19.0% 5.9% 
Total 100.0% 100.0% 
Number of businesses (N) 512 518 1 747 578 
(Source: RSA Department of Trade and Industry, 2008) 
The provincial distribution of the respondents that participated in the current study is 
provided in figure 4.10. 
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Figure ‎4.10: Provincial Distribution of Respondents 
As one of the aims of the study was to obtain responses that would represent South 
Africa as a whole, it is to be expected that responses would be obtained from the 
nine provinces. The visual inspection of figure 4.10 confirms that representation was 
achieved in all the provinces and that this variable can be used for further analysis. 
As in previous studies, Gauteng had the highest representation of SMMEs.  
The second largest portion of respondents in this study came from KwaZulu-Natal 
followed by the Western Cape. Although the classification between formal and 
informal businesses has an impact on which of these provinces are ranked second 
and third, they remain the two largest provinces after Gauteng. The respondents of 
this survey have a similar profile than that of the Global Entrepreneurship Monitor 
South African Report (Maas & Herrington, 2006), which places the Western Cape in 
the third position after Gauteng and Kwazulu-Natal for Total Early-stage 
Entrepreneurial Activity (TEA). 
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 Area classification 4.5.9
Economic development studies indicate that urban areas provide more employment 
opportunities (StatsSA, 2002). In order to determine if rural areas have more 
SMMEs, respondents were asked to indicate the area in which they operate. Figure 
4.11 indicates the area classification of the survey participants. 
 
Figure ‎4.11: Area Classification 
It is clear from the descriptive statistics that respondents were obtained from both 
rural and urban areas and this variable can therefore be used for analysis purposes. 
In order to answer the research sub-question whether area does influence tax 
registration compliance of small businesses, the data was recoded into two groups, 
urban (urban formal and urban informal) and rural (tribal areas and rural formal) 
(refer to Table 4.6 and Figure 4.12). 
Table ‎4.6: Area (Reclassified) 
Area classification Percentage 
Urban 68.1% 
Rural 31.9% 
Total 100% 
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Figure ‎4.12: Area (Reclassified) 
 Type of business 4.5.10
The data collected in this survey indicates that most SMMEs were supplying 
products to their clients, with 71.8 per cent of SMMEs in this category. Only 28.2 per 
cent of these enterprises were in the service industry. 
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Figure ‎4.13: Type of Business 
These figures are in alignment with those reported in the Survey of Employers and 
the Self-Employed (StatsSA 2013), which states that between 69.6 per cent (2001) 
and 54.4 per cent (2013) of the informal businesses are operating in the Trade 
industry, thus supplying products. As the results of the survey were similar to similar 
data obtained in previous studies, this variable could be used in analyses in 
Chapter 5. 
 Turnover 4.5.11
As expected, the majority of the respondents in the survey indicated that they had an 
annual turnover of less than R10 000 per annum. The survey did include a number 
of businesses with annual turnover between R10 000 and R50 000 as well as some 
businesses with annual turnover above R50 000 (refer to figure 4.14). 
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Figure ‎4.14: Turnover 
The Survey of Employers and the Self-employed (StatsSA 2013) reported similar 
findings as displayed in figure 4.14 above. The SESE collects detailed information on 
non-VAT registered businesses, most of which are in the informal sector (StatsSA 
2013:v).  
Table 4.7 shows the results of the SESE report on turnover on a monthly basis. For 
comparative purposes, the annual equivalent is provided in Table 4.8. 
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Table ‎4.7: Turnover in the Last Month of Persons Running Non-VAT Registered Businesses, 
2001 – 2013 
Turnover  
 
2001 2005 2009 2013 
PER CENT 
R0 – R100 10.8 11.4 8.8 8.2 
R101 – R350 29.5 21.4 14.5 11.0 
R351 – R750 21.4 23.3 18.7 13.8 
R751 – R1 500 15.3 17.0 19.9 19.3 
R1 501 – R3 000 8.5 12.2 15.8 18.5 
R3 001 – R6 000 6.0 7.0 10.8 14.6 
R6 001 plus 3.7 7.4 11.5 14.6 
Unspecified 4.9 0.3 0.0 0.0 
Total 100.0 100.0 100.0 100.0 
(Source: StatsSA, 2013) 
 
Table ‎4.8: Turnover of Non-VAT Registered Businesses, 2001 – 2013 (Reclassified: 
Annualised) 
Turnover  
(annualised)  
2001 2005 2009 2013 
PER CENT 
R0 – R1 200 10.8 11.4 8.8 8.2 
R1 212 – R4 200 29.5 21.4 14.5 11.0 
R4 212 – R9 000 21.4 23.3 18.7 13.8 
R9 012 – R18 000 15.3 17.0 19.9 19.3 
R18 012 – R36 000 8.5 12.2 15.8 18.5 
R36 012 – R72 000 6.0 7.0 10.8 14.6 
R72 012 plus 3.7 7.4 11.5 14.6 
Unspecified 4.9 0.3 0.0 0.0 
Total 100.0 100.0 100.0 100.0 
 
The annualised findings of the SESE report are similar to those reported in this 
study. The majority of businesses reported a turnover of less than R18 000, with the 
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numbers of businesses reporting a turnover in excess of R18 000 decreasing as the 
turnover increases. This variable was therefore used in further analyses. 
 Profit 4.5.12
Although turnover provides an indication of the size of the business, the sector in 
which a business operates can influence this, for example a retail business will have 
a higher turnover than a service business of the same size. The net profit of the 
business will therefore be used as an additional measure to indicate the size of the 
business. The findings in this survey showed that the majority of the respondents 
had a net profit of less than R12 500 per annum (Figure 4.15). Less than one per 
cent of the respondents indicated an annual net profit in excess of R70 000. 
 
Figure ‎4.15: Net Profit 
The results of the SESE report on net profit of businesses that was reported on a 
monthly basis are provided in Table 4.9. For comparative purposes, these profits 
have been converted to an annual equivalent amount (Table 4.10). 
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Table ‎4.9: Net Profit in the Last Month of Persons Running Non-VAT Registered Businesses, 
2001 - 2013 
Profit  2001 2005 2009 2013 
PER CENT 
R0 – R100 16.8 24.5 17.3 12.8 
R101 – R350 33.6 29.8 23.0 15.9 
R351 – R750 18.9 19.1 21.6 18.3 
R751 – R1 500 11.7 13.6 16.5 17.9 
R1 501 – R3 000 7.8 8.7 13.0 15.6 
R3 001 – R6 000 4.3 3.4 6.6 10.3 
R6 001 plus 2.4 0.0 0.0 9.2 
Unspecified 4.5 0.8 2.0 0.0 
Total 100.0 100.0 100.0 100.0 
(Source: StatsSA 2013) 
 
Table ‎4.10: Profit of Non-VAT Registered Businesses, 2001 – 2013 (Annualised) 
Profit  
(annualised) 
2001 2005 2009 2013 
 PER CENT 
R0 – R1 200 16.8 24.5 17.3 12.8 
R1 212 – R4 200 33.6 29.8 23.0 15.9 
R4 212 – R9 000 18.9 19.1 21.6 18.3 
R9 012 – R18 000 11.7 13.6 16.5 17.9 
R18 012 – R36 000 7.8 8.7 13.0 15.6 
R36 012 – R72 000 4.3 3.4 6.6 10.3 
R72 012 plus 2.4 0.0 0.0 9.2 
Unspecified 4.5 0.8 2.0 0.0 
Total 100.0 100.0 100.0 100.0 
The findings of the SESE survey indicate that the majority of their respondents 
reported an annual net profit in the categories below R9 000. This is similar to the 
findings of this study that indicated the majority of respondents showed an annual 
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net profit of less than R12 500. This variable was therefore included in the analyses 
in the next chapter.  
 Number of employees 4.5.13
Total workers 
Considering the fact that the majority of SMMEs is necessity entrepreneurs (StatsSA 
2009), it is not surprising to find that 65.5 per cent of SMMEs do not employ any 
employees (except the entrepreneur) (refer to figure 4.16). This is of great concern, 
as unemployment is one of the biggest challenges facing South Africa and according 
to the National Development Plan, SMMEs are considered to play a vital role in 
economic growth and job creation (RSA National Planning Commission, 2011:117). 
 
Figure ‎4.16: Total Workers (Grand Total) 
These findings correspond with the results from the Global Entrepreneurship Monitor 
report (See Table 4.11) that only 4.8 per cent of entities had as an aim to grow 
employment. Of those that indicated that they expected to grow their businesses in 
terms of employment, the growth was mainly expected in the first category, namely 
one – five jobs. 
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Table ‎4.11: Categories of Expected Number of Jobs 
Number of new jobs 
to be created 
2004 2005 2006 
1 – 5 jobs 65.5% 81.7% 78.6% 
6 – 19 jobs 24.5% 15.4% 15.5% 
20+ jobs 10.0% 2.9% 5.9% 
Total 100.0% 100.0% 100.0% 
(Source: Maas & Herrington, 2004-2005 data) 
4.6 Business Registration Profile  
 Introduction 4.6.1
The focus of the study was to determine registration compliance status of SMMEs. 
Respondents were required to indicate whether they were registered for various 
taxes included in the survey. This section provides an overview of the business 
registration profiles of respondents. In the next chapter, these findings will be 
compared to a new variable using the business data obtained to determine if the 
business should have been registered.  
In this section, an analysis of the responses provided by the SMMEs as to whether 
they were registered for different taxes will be provided. 
 Income tax  4.6.2
Respondents were asked to indicate if they submitted income tax returns (refer to 
figure 4.21). Submission of tax returns in itself does not necessarily imply 
compliance with the tax concerned; however, it does indicate that the business is 
registered for the specific tax (Registration, Filing, Reporting and Payment are the 
compliance outcomes according to the Compliance Risk Management Process). In 
terms of section five of the Income Tax Act 1962, all businesses (including 
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individuals) that are trading must submit an income tax return if they are registered 
(refer to section 3.3.3). A taxpayer is required to submit a tax return even if the 
business is making a loss.  
Figure 4.17 reveals that the majority of respondents did not submit tax returns, which 
indicates that they were not registered for the tax, as every person (natural person 
and legal person) is required to submit a tax return. 
 
Figure ‎4.17: Submit Income Tax 
 
The profile of the respondents that are income tax non-compliant will be discussed 
and analysed in section 5.4. 
Respondents who indicated either that they “didn’t know” or “refused” to answer the 
question were not included in the further analysis of the data. 
 Value-added tax 4.6.3
One of the questions included in the survey instrument was whether the business 
submitted a VAT return. The result is provided in Figure 4.18. It should however be 
kept in mind that an entity is only required to register for VAT if its turnover exceeds 
Submit Income Tax 
Yes No Don’t know Refused
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R1 million per annum (refer to section 3.3.5.1). In Chapter 5.5 of this study, the VAT 
registration requirement will be applied to the respondent profiles to determine if the 
respondents were in fact required to register for VAT in terms of section 23 of the 
VAT Act, 1991. 
 
 
Figure ‎4.18: Submit Vat 
 
The profile of the respondents that are VAT non-compliant (as they fail to meet the 
registration requirements) will be discussed and analysed in section 5.5. 
 Payroll taxes 4.6.4
Respondents were asked if they submitted UIF, Workmen’s Compensation and 
PAYE respectively (Figure 4.19). These taxes are referred to as payroll taxes as the 
entity will become liable for these taxes due to the employment of the labour in the 
business. If the business owner is not a legal entity and does not employ any 
employees, the payroll taxes will not be applicable to the entity. For all of the payroll 
taxes, in each instance, less than ten per cent of the respondents indicated that they 
did submit the necessary forms. The analysis in section 5.6.1 indicates that 1 827 
(32% of the total population of respondents) were required to register for the payroll 
taxes. 
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Figure ‎4.19: Submit Payroll Taxes  
The profile of the respondents (that met the registration requirements) that are non-
compliant in respect of payroll taxes will be discussed and analysed in section 5.6. 
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4.7 Conclusion 
The objective of the study was to determine if any demographic factors influence the 
registration compliance of a small business for selected taxes levied in South Africa 
on SMMEs. This chapter provided the profile of the SMME respondents that 
participated in the survey used in this study. In addition, the various demographic 
variables identified in the heuristic model were described. 
In the following chapter, the compliance status of each of the respondents will be 
determined, followed by an analysis of the significance of the various demographic 
profiles on their compliance behaviour for each of the taxes included in the study. 
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 CHAPTER 5 
ANALYSIS AND INTERPRETATION OF RESEARCH FINDINGS 
5.1 Introduction 
The analysis of previous South Africa and international studies (see Chapter 2) 
identified various corporate-specific and owner demographic factors that influence 
compliance by SMMEs. The objective of the study was to determine whether any 
demographic factors influence the registration compliance of a small business for 
selected taxes levied in South African on SMMEs. To meet this objective, the 
following sub-objective was developed for the current chapter: 
Analyse SMMEs’ compliance status using their demographic profile to determine 
whether any of these factors significantly influence non-compliance.  
This chapter provides the results obtained by analysing the registration compliance 
status for the selected taxes to each of the selected demographic factors in order to 
determine if these factors have a significant influence on the registration compliance 
of SMMEs in South Africa.  
5.2 Heuristic Framework for Study 
In Chapter 3 two types of taxes were identified for which micro businesses can be 
liable; firstly, those for which they must register if they meet the requirements 
(Registration taxes); and secondly, those that are levied on specific transactions 
(Events taxes) (refer to figure 5.1). 
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Figure ‎5.1: Types of Tax 
This study only focused on the first group of taxes, namely the registration taxes. 
The literature review conducted in Chapter 3 revealed that several requirements 
must be met before a business must register for each of the taxes.  
For each of the taxes there are procedural requirements related to the registration 
process that must be met; the prescribed forms (Turnover tax: TTO1; VAT: VAT101, 
etc.) must be submitted within the prescribed period (normally 21 days). However, 
there are also additional requirements that must be met before a business is 
required to register. For example, a business must employ employees before it is 
liable to register at the Unemployment Insurance Fund. Table 5.1 summarises the 
requirements (over and above the procedural requirements) that must be met for 
each tax. For each of the taxes these requirements will be compared to the actual 
data for each respondent to determine if they are tax compliant or not. 
  
 
Registration  
taxes 
Turnover Tax 
Income Tax 
Provisional Tax 
Value Added Tax 
Employees' Tax 
Skills development levy  
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Occupational injuries and 
diseases  
Securities transfer tax 
 
 
Event taxes 
Transfer duty  
Environmental levies 
Customs and excise duties 
Donations tax 
Estate duty 
Air departure tax 
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Table ‎5.1: Registration Requirements 
TAX LIABILITY REGISTRATION COMPLIANCE REQUIREMENTS 
Turnover Tax  A taxpayer can elect to become a micro business if the 
qualifying turnover does not exceed R1 million for the 
year of assessment (Turnover value). 
Income Tax  All persons (natural and legal) must pay normal tax 
based on the various provisions of the Act (Person). 
Provisional Tax  Any person who derives income that does not 
constitute remuneration is deemed to be a provisional 
taxpayer (Income type). 
 Companies and close corporations are automatically 
registered as provisional taxpayers (Type of business). 
Value Added Tax  A person is liable to register for VAT if the total value 
of taxable supplies exceeds or is likely to exceed 
R1 million (Turnover value). 
Employees’ Tax  Every employer who pays remuneration to employees 
(Employer). 
Skills development levy (SDL)  All employers who pay remuneration to employees 
(Employer). 
Unemployment Insurance Fund 
(UIF) 
 Every employer who pays remuneration to employees 
(Employer).  
Occupational injuries and 
diseases (OID) 
 All employers are liable to register (Employer). 
Securities transfer tax (STT)  Securities transfer tax is payable on the transfer of 
listed and unlisted securities (Securities).  
Because secondary data was used in the study, certain information required to 
profile the tax compliance was not available for all the taxes. The following 
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information was not available and no proxy information could be found in the data 
set: 
 Securities: Securities transfer tax is payable on the transfer of listed and 
unlisted securities.  
Because of the fact that this information could not be obtained, directly or otherwise, 
securities transfer tax registration could not be tested in this study. 
To determine if a respondent should be registered for a specific tax, the data 
obtained had to be analysed in order to determine if a question was asked to provide 
the information or if a proxy could be used. The following variables required could be 
identified from the information obtained from the respondents: 
 Turnover value: Respondents were asked to provide turnover either on a 
weekly, monthly or annual basis. These amounts were converted to annual 
turnover amounts as part of the data collection and verification processes.  
 Types of business: Respondents were asked if they trade as a company or 
close corporation. 
Although the following variables were not directly asked, after consultation with 
economists and experts in taxation, certain proxies could be identified that could be 
used as variables in the analysis:  
 Person: All respondents irrespective of type of business had to register as 
income taxpayers. All businesses participating in the study should thus be 
registered for income tax.  
 Income type: The turnover of the business was used as proxy for this variable, 
as it results in gross income that is not classified as remuneration resulting in 
the person having to register for provisional tax. 
 Employer: The “number of employees” variable was used as a proxy to 
identify respondents that were employers.  
The literature review in Chapter 2 identified various factors that could influence tax 
compliance by small business owners. As the study made use of secondary data to 
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analyse the results, only the following variables (identified in the literature, 
Chapter 2) included in the data set could be used: 
 Age: age group variable – five groups (refer to Chapter 4.5.2) 
 Gender: gender group variable – two groups (refer to Chapter 4.5.3) 
 Ethnicity and language: Ethnicity and language group variable – two groups 
for ethnicity and three groups for language (refer to Chapter 4.5.4 and 4.5.5) 
 Marital status: marital group variable – two groups (refer to Chapter 4.5.6) 
 Education: education group variable – four groups (refer to Chapter 4.5.7) 
 Province: province group variable – nine groups (refer to Chapter 4.5.8) 
 Area: area group variable – two groups (refer to Chapter 4.5.9) 
 Business type: business type group variable – two groups (refer to Chapter 
4.5.10) 
 Turnover: turnover group variable – three groups (refer to Chapter 4.5.11) 
 Profit: profit group variable – three groups (refer to Chapter 4.5.12) 
 Number of employees: number of employees group variable – four groups 
(refer to Chapter 4.5.13) 
Figure 5.3 provides the heuristic model that was used for this study. It forms the 
basis of the analysis that will be conducted in the remainder of this Chapter.  
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Figure ‎5.2: Heuristic Model 
5.3 Analysis of Compliance per Demographic Factor 
In the following sections, each of the taxes included in the heuristic model will be 
analysed. Initially, a descriptive analysis of the dependent variables for each tax is 
provided. Because there is only information available from a once-off study, the 
results were further analysed using inferential statistics to determine if the 
differences identified in the descriptive analysis were statistically significant.  
Pearson’s Chi-square tests were performed to determine if there were any 
statistically significant differences in the results of the variables under review. These 
tests were selected as the dependent variable was dichotomous in nature, namely 
either compliant or non-compliant, and the dependent variables were categorical in 
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nature (Pallant, 2013). For statistical analysis purposes, the significance level was 
set at a 95 per cent level of confidence for the study.  
The results obtained can be used to identify factors that revenue authorities and tax 
practitioners can use to identify possible non-compliant taxpayers. Each of the taxes 
included in the heuristic model will be analysed in the following sections: 
 Income Tax (section 5.4); 
 Value Added Tax (section 5.5); 
 Unemployment Insurance Fund (section 5.6.2); 
 Employees’ Tax (section 5.6.3); 
 Workmen’s Compensation Fund (section 5.6.4).  
5.4 Factors Influencing Income Tax Compliance  
 Introduction 5.4.1
In terms of the Income Tax Act 1962, various taxes are levied which include the 
following taxes: 
 Normal tax (income tax); 
 Turnover tax on micro businesses; 
 Capital gains tax; 
 Withholding tax on foreign entertainers and sportspersons; 
 Withholding tax on payments to non-residents on the sale of their immoveable 
property in South Africa;  
 Donations tax; and 
 Secondary tax on companies (which was replaced by dividends tax from 
1 April 2012). 
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South Africa levies income tax on the worldwide taxable income of persons such as 
companies, trusts and natural persons (SARS, 2012e: 6). Section 5 of the Income 
Tax Act, 1962, states that normal tax is payable on a person’s taxable income 
received during the year of assessment. In order to determine if respondents was 
complying with their income tax responsibility, the person variable (section 5.2) was 
analysed. 
Applying the income tax registration requirements the following results were found: 
Of the 5 676 respondents only 659 respondents (11.6%) were income tax compliant 
(Table 5.2). This indicates that the majority of SMMEs are in fact non-compliant in 
relation to their income tax affairs. 
Table ‎5.2: Income Tax Compliant 
Compliance status N % 
Income Tax Compliant 659 11.6% 
Income Tax Non-Compliant 5 017 88.4% 
Total 5 676 100.0% 
 
The results in Table 5.2 (above) indicate that SARS has very good reason for 
identifying SMMEs as one of the high-risk groups to focus their compliance efforts on 
(SARS, 2012a: 18). In an attempt to develop a compliance profile of the SMME 
sector, each individual demographic factor identified in the heuristic model 
(Figure 5.2) will be analysed to determine its effect on the compliance level of the 
SMME. 
 Dependent variable analysis 5.4.2
This section provides an analysis of the tax compliance status for each of the 
independent variables included in the study. 
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 Income tax compliance and age of respondents 5.4.2.1
As in previous studies (section 2.4.1) there are notable differences in the compliance 
behaviour of respondents based on age (refer to Table 5.3 and Figure 5.3). The 
results indicate that the youngest age groups are the most likely to be non-compliant.  
 
Table ‎5.3: Age and Income Tax Compliance 
 Age Group 
18 – 24 25 – 34 35 – 49 50 – 64 65+ 
INCOME TAX COMPLIANT 
Compliant 
N 14 106 283 212 39 
% 2.6% 7.8% 12.9% 16.6% 13.4% 
Non-Compliant 
N 523 1 247 1 918  1 065 252 
% 97.4% 92.2% 87.1% 83.4% 86.6% 
Total 
N 537 1 353 2 201 1 277 291 
% 100.0% 100.0% 100.0% 100.0% 100.0% 
 
The results of Table 5.3 are graphically presented in Figure 5.3 below. 
 
Figure ‎5.3: Income Tax Non-Compliance per Age Group 
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These findings are similar to those of other studies that indicate that older people are 
more compliant. Other studies indicated that this is due to their ethical values and 
the fact that they have more respect for the law and authority than younger people 
(Babakus et al., 2004; McGee & Ross, 2014:7). Braithwaite, Reinhart & Smart (2010) 
postulate that a possible reason for younger taxpayers to be less compliant is that 
they are less knowledgeable about tax matters. Other possible reasons also include 
that they have a less well-developed sense of moral obligation (Orviska & Hudson, 
2002) and that they are more sceptical about government authority (Putnam, 2000). 
Although the descriptive analysis indicates that there are differences, it is not clear if 
the difference might be due to the sampling method applied or actual difference that 
will also exist in the current and future population. In order to address this 
shortcoming, inferential analysis (Pearson’s Chi-square) was performed to determine 
if the difference is statistically significant and the factor can therefore be said to be a 
factor that significantly influences compliance. 
The results were analysed using Pearson’s Chi-square tests to determine the 
significance of the differences found. The results of these tests can be found in Table 
5.4 below. 
Table ‎5.4: Statistical Analysis of Information (Income Tax: Age) 
Factor Pearson’s Chi-square Test 
X² Df p 
Income Tax Compliant  96.831ᵃ 4 0.000 *** 
***p<0.001 very highly significant 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 33.63. 
The Pearson’s Chi-square test found very highly significant statistical differences 
between the levels of income tax compliance in the various age groups. This is an 
indication that age does significantly influence the compliance behaviour when 
considering income tax. The risk of non-compliance is the highest among young 
entrepreneurs. 
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 Income tax compliance and gender 5.4.2.2
International studies have found contradicting results when analysing gender as a 
demographic factor influencing tax compliance. Some studies have indicated that 
women are more compliant in general (Dollar et al., 2001; Swamy et al., 2001). 
Other studies have indicated that there are no significant differences between males 
and females regarding their attitudes towards tax evasion and non-compliance 
(Perumal, 2008). Table 5.5 and Figure 5.4 present the descriptive statistics of the 
current study. 
Table ‎5.5: Gender and Income Tax Compliance 
 Gender 
Male Female 
INCOME TAX COMPLIANT 
Compliant N 353 306 
% 13.9% 9.8% 
Non-Compliant N 2 194 2 823 
% 86.1% 90.2% 
Total N 2 547 3 129 
% 100.0% 100.0% 
 
Figure 5.4 displays the results of gender and Income Tax Compliance (Table 5.5). 
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Figure ‎5.4: Income Tax Non-Compliance per Gender Group 
The descriptive analysis indicates that male business owners are more likely to be 
compliant about their income tax affairs than their female counterparts. This seems 
to differ from previous studies, thus requiring a further analysis to determine if these 
differences are statistically significant. To this end, the results of the Pearson’s Chi-
square tests are provided in Table 5.6. 
Table ‎5.6: Statistical Analysis of Information (Income Tax: Gender) 
Factor Pearson’s Chi-square Test 
X² Df P 
Income Tax Compliant 22.775ᵃ 1 0.000 *** 
 
***p<0.001 very highly significant 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 295.71. 
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The statistical analysis found very highly significant differences between the levels of 
income tax compliance between male and female business owners. This is in 
contradiction to international studies that have shown greater support for the 
conclusion that females tend to be more compliant than males (Jackson & Milliron, 
1986; Dollar et al., 2001; Swamy et al., 2001; Loo, Evans and McKerchar., 2010;: 
Torgler & Valev, 2010). 
 Income tax compliance and ethnicity and language 5.4.2.3
According to the literature, ethnicity is a demographic variable that plays a significant 
role in the compliance of taxpayers. However, these findings differ depending on the 
country in which the study was conducted (Kasipillai et al., 2003; Palil, 2005). 
Previous studies in South Africa found differences between the ethnic groups 
(McGee and Ross, 2014). The result of the current study is provided in Table 5.7 and 
Figure 5.5. 
 
Table ‎5.7: Ethnicity and Income Tax Compliance 
 Ethnic Group 
Black Non-Black 
INCOME TAX COMPLIANT 
Compliant N 170 489 
% 4.3% 28.1% 
Non-Compliant N 3 765 1 252 
% 95.7% 71.9% 
Total N 3 935 1 741 
% 100.0% 100.0% 
 
Figure 5.5 visually represents the findings in Table 5.7. 
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Figure ‎5.5: Income Tax Non-Compliance per Ethnicity Group 
The visual inspection of the results indicates that there is a difference in the 
compliance of the two ethnic groups. The significance of this difference was 
analysed with Pearson’s Chi-square tests. The results are provided in Table 5.8. 
Table ‎5.8: Statistical Analysis of Information (Income Tax: Ethnicity) 
Factor Pearson’s Chi-square Test 
X² Df p 
Income Tax Compliant 664.368ᵃ 1 0.000 *** 
***p<0.001 very highly significant 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 202.14. 
The statistical analysis found very highly significant statistical differences between 
the levels of income tax compliance in the respective ethnic groups. These findings 
are consistent with those found by McGee and Ross (2014) and McGee and 
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Goldman (2012) that whites (Non-black group) were more opposed to tax evasion 
compared to other South Africans. 
Previous studies indicated that ethnicity and language have a close correlation and 
therefore language as a demographic factor was analysed to determine its 
significance. The results of the current study are provided in Table 5.9 and figure 5.6. 
 
Table ‎5.9: Language and Income Tax Compliance 
 Language 
Nguni European Other 
INCOME TAX COMPLIANT 
Compliant N 74 502 83 
% 3.6% 27.8% 4.5% 
Non-Compliant N 1 959  1 304  1 754 
% 96.4% 72.2% 95.5% 
Total N 2 033 1 806 1 837 
% 100.0% 100.0% 100.0% 
 
The compliance differences identified in Table 5.9 are graphically represented in 
Figure 5.6 below. 
 
Figure ‎5.6: Income Tax Non-Compliance per Language Group 
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The results of this study indicate that non-compliance is the highest among the 
Nguni-speaking small business owners and that non-compliance is the lowest 
amongst the European business owners. Based on the differences in compliance 
levels indicated in Table 5.9 and Figure 5.6 above, the results were further analysed 
to determine the significance (refer to Table 5.10 below). 
Table ‎5.10: Statistical Analysis of Information (Income Tax: Language) 
Factor Pearson’s Chi-square Test 
X² Df P 
Income Tax Compliant 676.934ᵃ 2 0.000 *** 
***p<0.001 very highly significant 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 209.68. 
The statistical analysis found very highly significant statistical differences between 
the three language groups identified. No other studies were found that focused 
specifically on language as a demographic factor, but as language is closely related 
to ethnicity, this result was to be expected. 
 Income tax compliance and marital status 5.4.2.4
International studies investigating whether marital status has an influence on 
compliance have shown contradicting results. McGee & Ross (2014) in their study 
on South African attitudes on tax evasion found that divorced people are the most 
opposed to tax evasion followed by married people and then widowed people. The 
compliance level per marital status group is provided in Table 5.11 and figure 5.7. 
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Table ‎5.11: Marital Status and Income Tax Compliance 
 Marital Status 
Married Single 
INCOME TAX COMPLIANT 
Compliant N 508 151 
% 17.6% 5.4% 
Non-Compliant N 2 381 2 636 
% 82.4% 94.6% 
Total N 2 889 2 787 
 
% 
 
100.0% 
 
100.0% 
 
The differences identified in Table 5.11 are graphically represented in Figure 5.7. 
Figure ‎5.7: Income Tax Non-Compliance per Marital Status Group 
The results from this study found that income tax non-compliance is the highest 
among the single respondents. This confirms the results of McGee (2012:475) that 
married people are the most tax compliant. 
The difference found in the descriptive analysis was confirmed by the inferential 
analysis, which indicated that there were very highly significant statistical differences 
(p<0.001) between married and single respondent groups (refer to Table 5.12). 
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Table ‎5.12: Statistical Analysis of Information (Income Tax: Marital Status) 
Factor Pearson’s Chi-square Test 
X² Df p 
Income Tax Compliant 204.592ᵃ 1 0.000 *** 
 
***p<0.001 very highly significant 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 323.58. 
The difference found in the descriptive analysis was confirmed by the inferential 
analysis, which indicated that there were very highly significant statistical differences 
(p<0.001) between married and single respondent groups (refer to Table 5.12). It 
was found that married business owners were most likely to meet their obligations 
towards registration of income tax. 
 Income tax compliance and education 5.4.2.5
The tax compliance per level of education group is provided in Table 5.13 and 
figure 5.8 below. The findings indicate that compliance is the highest amongst 
business owners with post-secondary schooling and the lowest in business owners 
with only primary school schooling. These findings are supported by those of McGee 
(2012), who concluded that the higher the level of education, the more averse the 
respondent to tax evasion. 
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Table ‎5.13: Education and Income Tax Compliance 
 Education 
Primary 
School 
Some 
Secondary 
School 
Completed 
Secondary 
School 
Post 
Secondary 
School 
INCOME TAX COMPLIANT 
Compliant N 28 95 222 314 
% 2.6% 4.3% 13.5% 42% 
Non-Compliant N 1 043 2 112 1 428 434 
% 97.4% 95.7% 86.5%      58% 
Total N 1 071 2 207 1 650     748 
% 100.0% 100.0% 100.0% 100.0% 
 
The findings of Table 5.13 are illustrated in Figure 5.8 below. 
 
Figure ‎5.8: Income Tax Non-Compliance per Education Group 
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These differences between the groups were further analysed (Pearson’s Chi-square) 
to determine if the level of education had a significant impact on compliance relating 
to income tax (Table 5.14). 
Table ‎5.14: Statistical Analysis of Information (Income Tax: Education) 
Factor Pearson’s Chi-square Test 
X² Df p 
Income Tax Compliant 876.913ᵃ 3 0.000 *** 
***p<0.001 very highly significant 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 86.84. 
The statistical analysis found very highly significant statistical differences between 
the levels of income tax compliance in the respective education groups, which 
indicates that non-compliance risks are higher amongst business owners with only 
primary school education followed by business owners with some secondary school 
education. 
 Income tax compliance and province 5.4.2.6
McGee and Ross (2014) found differences in tax compliance between the provinces 
in South Africa, with people in the Western Cape being the most opposed to tax 
evasion while people living in the Northern Cape were the least opposed to tax 
evasion. The findings from this study are presented in Table 5.15 and Figure 5.9.
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Table ‎5.15: Province and Income Tax Compliance 
 Province 
Eastern 
Cape 
Free 
State 
Gauteng KwaZulu- 
Natal 
Limpopo Mpumalanga Northern 
Cape 
North 
West 
Western 
Cape 
INCOME TAX COMPLIANT 
Compliant N 76 33 180 87 35 46 51 50 101 
% 10.5% 7.4% 15.8% 9.8% 6.5% 9.7% 18.0% 10.1% 14.7% 
Non-
Compliant 
N 651 412 957 805 500 426 232 446 588 
% 89.5% 92.6% 84.2% 90.2% 93.5% 90.3% 82.0% 89.9% 85.3% 
Total N 727 445 1 137 892 535 472 283 496 689 
% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
Figure 5.9 displays the results of province and Income Tax Compliance (Table 5.15). 
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Figure ‎5.9: Income Tax Non-Compliance per Province Group 
Visual inspection of figure 5.9 clearly indicates differences in the compliance levels 
of the different provinces. The compliance levels differ from those of the findings of 
McGee and Ross (2014), as the results indicate that business owners from the 
Northern Cape are the most compliant, while business owners from Limpopo are the 
least compliant. The significance of these results were further analysed using 
Pearson’s Chi-square tests (refer to Table 5.16 below). 
Table ‎5.16: Statistical Analysis of Information (Income Tax: Province) 
Factor Pearson’s Chi-square Test 
X² Df p 
Income Tax Compliant 65.007ᵃ 8 0.000 *** 
***p<0.001 very highly significant 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 32.86. 
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The statistical analysis found very highly significant statistical differences in the 
income tax compliance levels between respondents in the respective provinces.  
Business owners from the Northern Cape were found to be the most compliant. 
 Income tax compliance and area 5.4.2.7
As economic opportunities differ in rural and urban areas, it is expected that the 
opportunities for non-compliance will also differ. The finding of this study indicates 
that there is a difference in the compliance level between the two groups, with non-
compliance being the highest in the rural areas (Table 5.17 and Figure 5.10).  
Table ‎5.17: Area and Income Tax Compliance 
 
 
 Area 
Urban Rural 
INCOME TAX COMPLIANT 
Compliant N 597 62 
% 15.5% 3.4% 
Non-Compliant N 3 264 1 753 
% 84.5% 96.6% 
Total N 3 861 1 815 
% 100.0% 100.0% 
 
The results from Table 5.17 are visually presented in Figure 5.10 below. 
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Figure ‎5.10: Income Tax Non-Compliance per Area 
The statistical analysis (Table 5.18) found very highly significant statistical 
differences in the compliance levels between respondents in the urban and rural 
groups in relation to income tax. 
Table ‎5.18: Statistical Analysis of Information (Income Tax: Area) 
Factor Pearson’s Chi-square Test 
X² Df p 
Income Tax Compliant 174.582ᵃ 1 0.000 *** 
 
***p<0.001 very highly significant 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 210.73. 
A highly significant difference in the compliance levels was found with small 
businesses operating in urban areas showing a higher level of tax compliance as 
opposed to businesses operating in rural areas. 
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 Income tax compliance and business type 5.4.2.8
No previous studies were found that had focused specifically on the compliance level 
of businesses in the service industry versus those businesses that are supplying 
goods. However, as the methods and systems between the two groups differ 
significantly, these were analysed to determine if any differences could be identified. 
The result of the compliance levels for business selling goods and those providing 
services are provided in Table 5.19 and Figure 5.11. 
Table ‎5.19: Business Type and Income Tax Compliance 
 Business Type 
Goods Services 
INCOME TAX COMPLIANT 
Compliant N 271 388 
% 6.6% 24.3% 
Non-Compliant N 3 806  1 211 
% 93.4% 75.7% 
Total N 4 077 1 599 
% 100.0% 100.0% 
 
The findings of Table 5.19 are visually displayed in Figure 5.11. 
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Figure ‎5.11: Income Tax Non-Compliance per Business Type 
The results from this study showed that businesses involved in producing and selling 
goods are more likely to be non-compliant with their income tax affairs as opposed to 
SMMEs offering a service.  
Table ‎5.20: Statistical Analysis of Information (Income Tax: Business Type) 
Factor Pearson’s Chi-square Test 
X² Df p 
Income Tax Compliant 347.393ᵃ 1 0.000 *** 
 
***p<0.001 very highly significant 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 185.65. 
Table 5.20 indicates very highly significant statistical differences (Pearson’s Chi-
square tests) in the income tax compliance levels between small businesses in the 
respective service and products industries with business in the services industry 
being more likely to be compliant. 
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 Income tax compliance and turnover 5.4.2.9
Although no specific mention to turnover is made in the literature, the Fischer model 
refers to income level of the taxpayer. McGee and Ross (2014:22) found in their 
analysis of South African taxpayers’ attitudes that the people most opposed to tax 
evasion were the taxpayers in the middle-income group. The results of this study 
when analysing turnover as a demographic factor are provided in Table 5.21 and 
Figure 5.12.  
Table ‎5.21: Turnover and Income Tax Compliance 
 Turnover 
<R10 000 R10 000 –  
R50 000 
R50 000+ 
INCOME TAX COMPLIANT 
Compliant N 65 136 105 
% 3.4% 20.5% 46.5% 
Non-Compliant N 1 823 528 121 
% 96.6% 79.5% 53.5% 
Total N 1 888 664 226 
% 100.0% 100.0% 100.0% 
 
Figure 5.12 graphically displays the results of Table 5.21. 
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Figure ‎5.12: Income Tax Non-Compliance per Turnover Group 
These findings indicate that businesses with a turnover of less than R10 000 are the 
most likely to be non-compliant, while SMMEs with a turnover in excess of R50 000 
are the most likely to be tax compliant. This might be because the majority of these 
businesses are start-up businesses and are not aware of their tax responsibility. In 
order to determine if these differences are indeed statistically significant, Pearson’s 
Chi-square tests were performed (Table 5.22). 
Table ‎5.22: Statistical Analysis of Information (Income Tax: Turnover) 
Factor Pearson’s Chi-square Test 
X² Df p 
Income Tax Compliant 477.469ᵃ 2 0.000 *** 
 
The statistical analysis found very highly significant statistical differences in the 
compliance levels for income tax between respondents in the respective turnover 
groups, with compliance increasing as turnover increases. 
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***p<0.001 very highly significant 
a. 1 cells (16.7%) have expected count less than 5. The minimum expected count is 4.78. 
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 Income tax compliance and profit 5.4.2.10
Profit of the SMME as indicator for compliance has shown that the level of 
compliance increases with the profit of the business. The compliance level per profit 
groups is provided in Table 5.23 and Figure 5.13. 
Table ‎5.23: Profit and Income Tax Compliance 
 Profit 
<R12 500 R12 500 – 
R70 000 
R70 000+ 
INCOME TAX COMPLIANT 
Compliant N 153 131 24 
% 6.3% 44.6% 55.8% 
Non-Compliant N 2 282 163 19 
% 93.7% 55.4% 44.2% 
Total N 2 435 294 43 
% 100.0% 100.0% 100.0% 
The results of Table 5.23 are graphically represented in Figure 5.13. 
 
Figure ‎5.13: Income Tax Non-Compliance per Profit Group 
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The figure of non-compliance using profit as a demographic variable clearly indicates 
that the risk of non-compliance is the greatest in the lowest profit group and that the 
risk of non-compliance significantly decreases with the increase in profit. A possible 
reason for this could be that respondents who earn a low income believe that they 
earn too little to be registered for income tax. This might be due to failure to 
understand that all businesses must be registered for income tax even if they earn 
less than the tax threshold and therefore do not have to pay tax. The results of the 
inferential statistics (Pearson’s Chi-square) are provided in Table 5.24. 
Table ‎5.24: Statistical Analysis of Information (Income Tax: Profit) 
Factor Pearson’s Chi-square Test 
X² Df p 
Income Tax Compliant 477.469ᵃ 2 0.000 *** 
 
 
***p<0.001 very highly significant 
a. 1 cells (16.7%) have expected count less than 5. The minimum expected count is 4.78. 
The statistical analysis found very highly significant statistical differences in the 
income tax compliance levels between respondents in the respective profit groups. 
The compliance with income tax legislation increases as profit increases, which 
might be ascribed to the increase in non-compliance penalty. 
 Income tax compliance and number of employees 5.4.2.11
In order to determine the compliance profile of the SMME, the number of employees, 
if any, was also analysed as a demographic factor to determine if the number of 
employees will have a significant impact on the income tax registration compliance of 
the entity. 
The findings (Table 5.25 and Figure 5.14) indicate that compliance is the highest in 
SMMEs with more than six employees. The risk increases with the number of 
employees, with SMMEs with no employees having the highest risk of non-
compliance. 
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Table ‎5.25: Number of Employees and Income Tax Compliance 
 Number of Employees 
None One 2 – 5 6+ 
INCOME TAX COMPLIANT  
Compliant N 140 117 237 165 
% 3.8% 14.6% 27.0% 58.9% 
Non-Compliant N 3 575 687 640 115 
% 96.2% 85.4% 73.0% 41.1% 
Total N 3 715 804 877 280 
% 100.0% 100.0% 100.0% 100.0% 
 
Figure 5.14 clearly indicates the differences identified in Table 5.25. 
 
 
Figure ‎5.14: Income Tax Non-Compliance per Number of Employees  
The results of the inferential statistics (Pearson’s Chi-square) are provided in Table 
5.26. 
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Table ‎5.26: Statistical Analysis of Information (Income Tax: Number of Employees) 
Factor Pearson’s Chi-square Test 
X² Df p 
Income Tax Compliant 1043.325ᵃ 3 0.000 *** 
 
 
***p<0.001 very highly significant 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 32.51.pnt is 32.51. 
 
The difference in the income tax compliance levels found in the initial analyses were 
confirmed as being statistically very highly significant when considering the number 
of employees as the independent variable (Table 5.26).  The highest level of non-
compliance was found in the businesses with no employees. 
 Summary and conclusion 5.4.3
In analysing the influence on income tax registration compliance of the various 
demographic factors, it was found that all the factors identified in the heuristic model 
had a significant influence on the registration compliance of income tax: 
 The age of the business owner had a significant influence on the income tax 
registration compliance, with a higher level of non-compliance under the 
younger business owners. 
 Higher levels of income tax registration compliance were found among male 
business owners. 
 The ethnicity and language of business owners have both been identified as 
significant demographic factors influencing the income tax registration 
compliance. black and Nguni-speaking business owners have shown the 
greatest risk for non-compliance towards income tax registration. 
 Married business owners were the most likely to meet their obligations 
towards registration of income tax. 
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 The education of the business owner has a significant influence on the 
income tax registration compliance, with the risk increasing as the level of 
education decreases. 
 The province in which the business operates was also indicated as a factor, 
although the results were not as highly significant as the other factors. 
 Small businesses operating in the urban areas have shown a higher level of 
income tax registration compliance as opposed to the businesses operating in 
the rural areas. 
 The type of industry in which the business operates has also shown highly 
significant differences, with business in the services industry being more likely 
to be compliant. 
 The results have shown that compliance increases as turnover of the 
business increases. 
 Similarly, compliance also increases where the businesses profit increases. 
 The number of employees of the business has a significant influence on the 
income tax registration compliance of the business owner, with the highest 
level of non-compliance being present in businesses with no employees. 
The factors significantly influencing income tax compliance have been summarised 
in figure 5.15 below. 
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Figure ‎5.15: Factors Significantly Influencing Income Tax Compliance  
 
5.5 Factors Influencing Value Added Tax (VAT) Compliance 
 Introduction 5.5.1
In terms of section 23 of the VAT Act, 1991, a person is liable to register for VAT if 
on or after 30 September 1991 an enterprise is carried on and the value of the 
taxable supplies within the: 
 preceding 12 month period exceeded the threshold of R1 million (VAT Act 
1991: section 23(1)(a)); 
 next 12 month period is likely to exceed the threshold of R1 million (VAT Act 
1991: section 23(1) (b)). 
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The proviso to section 23 makes provision for once-off transactions or abnormal 
transactions that will not deem the person to have exceeded the threshold.  
In order to determine if respondents was complying with their VAT responsibility, the 
following variables were analysed: to determine which respondents had to register, 
respondents who had a turnover of more than R1 million per annum (using annual 
turnover variable) were used to classify as having to register for VAT. 
By applying the VAT registration requirements to the respondent profiles, it was 
found that only 126 respondent profiles were required to register as vendors. The 
analysis provided in this section is limited to these respondents. Table 5.27 indicates 
what proportion of respondents met their VAT registration obligation.  
Table ‎5.27: VAT Compliant 
Compliance  N % 
VAT Compliant 73 57.9% 
VAT Non-Compliant 53 42.1% 
Total 126 100.0% 
 
An analysis of the businesses that should have been registered revealed that only 
57.9 per cent of the businesses were VAT registration compliant (hereafter VAT 
compliant). The 42.1 per cent of the respondents not meeting their registration 
obligation confirms that leakage in the VAT system occurs within the SMME sector 
(SARS, 2012a:9). In the following section, the demographic variable that could 
influence tax compliance will be analysed to determine if it had an influence on the 
VAT compliance behaviour of small businesses and their owners. The descriptive 
analysis will be complimented by inferential analysis to determine whether the 
difference can be ascribed only to the current sample or be generalised to the total 
population. Although the sample size did meet the statistically required size, due to 
the relatively small sample size (when compared with other taxes in this study) the 
result should be interpreted with caution.  
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 Dependent variable analysis 5.5.2
This section provides an analysis of the tax compliance status for each of the 
independent variables included in the study. 
 VAT compliance and age of respondents 5.5.2.1
Previous studies considering respondents’ perceptions of the importance of tax 
compliance found that older persons considered tax compliance more important than 
their younger counterparts (Oberholzer & Stack 2009; Lieberman 2002). The results 
of the VAT compliance analysis per age group are provided in Table 5.28 and 
Figure 5.16. 
Table ‎5.28: Age and VAT Compliance 
 Age Group 
18 - 24 25 - 34 35 – 49 50 -64 65+ 
VAT COMPLIANT 
Compliant N 4 13 35 11 8 
% 44.4% 52.0% 59.3% 55.0% 72.7% 
Non-Compliant N 5 12 24 9 3 
% 55.6% 48.0% 40.7% 45.0% 27.3% 
Total N 9 25 59 20 11 
% 100.0% 100.0% 100.0% 100.0% 100.0% 
  
The findings of Table 5.28 are visually represented in Figure 5.16 below. 
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Figure ‎5.16: VAT Non-Compliance per Age Group 
 
The analysis of the age distribution of owners of small businesses found that owners 
between the ages of 18 and 24 represent the largest proportion of non-compliant 
businesses (55.6%), followed by business owners aged between 25 and 34 years 
(48%). Business owners older than 65 years are found to be the most compliant, 
with 72.7 per cent of these owners being VAT compliant. The significance of these 
differences was considered using Pearson’s Chi-square (Table 5.29).  
Table ‎5.29: Statistical Analysis of Information (VAT: Age) 
Factor Pearson’s Chi-square Test 
X² Df p 
VAT Compliant 2.106ᵃ 4 0.716 
a. 2 cells (20.0%) have expected count less than 5. The minimum expected count is 3.85. 
Although the findings in this study indicate a difference in the level of VAT 
compliance between the various age groups, the statistical analysis showed that 
there are no significant differences between the different age groups when it comes 
to compliance. This finding confirms the results of McGee and Ross (2014), who 
found that there are no significant differences between the age groups. 
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 VAT compliance and gender 5.5.2.2
Studies investigating the effect of gender on tax compliance found differing results 
(Swamy et al., 2001; Perumal, 2008; Dollar et al., 2012; McGee & Ross, 2014). The 
results of this study (Table 5.30 and Figure 5.17) indicate that there is no notable 
difference between the compliance levels of male business owners (58.5%) and 
female business owners (57.4%).  
Table ‎5.30: Gender and VAT Compliance 
 Gender 
Male Female 
VAT COMPLIANT 
Compliant N 38 35 
% 58.5% 57.4% 
Non-Compliant N 27 26 
% 41.5% 42.6% 
Total N 65 61 
% 100.0% 100.0% 
The findings of Table 5.30 are illustrated in Figure 5.17. 
 
Figure ‎5.17: VAT Non-Compliance per Gender Group  
 
Although no notable difference was detected in the VAT compliance of different 
genders, the data was subjected to inferential analysis to determine if any underlying 
differences exist (refer to Table 5.31). 
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Table ‎5.31: Statistical Analysis of Information (VAT: Gender) 
Factor Pearson’s Chi-square Test 
X² Df p 
VAT Compliant 0.015ᵃ 1 0.902 
 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 25.66.  
The statistical analysis confirmed that no significant statistical difference exists in 
VAT compliance of male and female business owners. This agree with the findings 
of Jackson and Milliron (1986), who concluded that gender did not have a significant 
impact on tax compliance. 
 VAT compliance and ethnicity and language 5.5.2.3
McGee and Ross (2014) found that ethnicity plays a role in tax compliance. The 
findings of the current study in relation to VAT compliance are provided in Table 5.32 
and Figure 5.18. 
Table ‎5.32: Ethnicity and VAT Compliance 
 Ethnic Group 
Black Non-Black 
VAT COMPLIANT 
Compliant N 32 41 
% 45.7% 73.2% 
Non-Compliant N 38 15 
% 54.3% 26.8% 
Total N 70 56 
% 100.0% 100.0% 
The compliance differences identified in Table 5.32 are graphically represented in 
Figure 5.18 below. 
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Figure ‎5.18: VAT Non-Compliance per Ethnicity Group 
 
The results of this study found that 73.2 per cent of non-blacks are VAT Compliant 
as opposed to 45.7 per cent of their black counterparts. These results were further 
analysed to determine if the differences are statistically significant (Table 5.33). 
Table ‎5.33: Statistical Analysis of Information (VAT: Ethnicity) 
Factor Pearson’s Chi-square Test 
X² Df p 
VAT Compliant 9.654ᵃ 1 0.002 * 
 
 
* p<0.01 highly significant 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 23.56. 
The statistical analysis did not find a highly significant statistical difference in the 
levels of VAT compliance between the respective ethnic groups. The results indicate 
that non-blacks were more opposed to non-compliance, thus confirming the findings 
of McGee and Ross (2014). 
Although the literature is silent on language, specifically, as a demographic factor, 
when looking at language in the context of ethnicity, where ethnicity is defined as 
being the “state of belonging to a social group that has common national or cultural 
0% 20% 40% 60% 80% 100%
Non-Black
Black
171 
 
tradition” (Oxford dictionary), then one can correlate the compliance level between 
race and language. 
Table ‎5.34: Language and VAT Compliance 
 Language 
Nguni European Other 
VAT COMPLIANT 
Compliant N 13 43 17 
% 37.1% 75.4% 50.0% 
Non-Compliant N 22 14 17 
% 62.9% 24.6% 50.0% 
Total N 35 57 34 
% 100.0% 100.0% 100.0% 
The findings of Table 5.34 are illustrated in Figure 5.19 below. 
 
Figure ‎5.19: VAT Non-Compliance per Language Group 
 
The results in Table 5.34 and Figure 5.19 indicate that compliance is the highest in 
the European group and the lowest in the Nguni group. These results were further 
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analysed (Pearson’s Chi-square) to determine the significance of the differences 
identified (Table 5.35). 
Table ‎5.35: Statistical Analysis of Information (VAT: Language) 
Factor Pearson’s Chi-square Test 
X² Df P 
VAT Compliant 14.253ᵃ 2 0.001 * 
 
 
* p<0. .01 highly significant 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 14.30. 
The statistical analysis did not find a highly significant statistical difference in the 
levels of VAT compliance between the three language groups identified. 
 VAT compliance and marital status 5.5.2.4
When considering marital status of the business owner, the finding from this study 
(Table 5.36 and Figure 5.20) disagrees with the finding of McGee (2012) that 
married individuals are more compliant than single respondents.  
Table ‎5.36: Marital Status and VAT Compliance 
 Marital Status 
Married Single 
VAT COMPLIANT 
Compliant 
N 43 30 
% 57.3% 58.8% 
Non-Compliant 
N 32 21 
% 42.7% 41.2% 
Total 
N 75 51 
% 100.0% 100.0% 
 
Figure 5.20 visually represents the findings of Table 5.36 
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Figure ‎5.20: VAT Non-Compliance per Marital Status  
 
The findings indicate that there is no big difference in the compliance level of married 
and single individuals. The statistical analysis (Table 5.37: Pearson’s Chi-square 
tests) confirmed that no statistically significant difference in the levels of VAT 
compliance between the married and single respondents existed. 
Table ‎5.37: Statistical Analysis of Information (VAT: Marital Status) 
Factor Pearson’s Chi-square Test 
X² Df p 
VAT Compliant 0.028ᵃ 1 0.868 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 21.45. 
 VAT compliance and education 5.5.2.5
A South African study done by McGee and Ross (2014) found that respondents with 
a university degree were more opposed to tax evasion than people with lower 
qualifications. This is in contrast with the findings of this study (Table 5.38 and 
Figure 5.21), which found that individuals with only a primary school education are 
the most compliant when it comes to VAT registration. 
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Table ‎5.38: Education and VAT Compliance 
 Education 
Primary 
School 
Some 
Secondary 
School 
Completed 
Secondary 
School 
Post 
Secondary 
School 
VAT COMPLIANT 
Compliant N 17 21 24 11 
% 68.0% 48.8% 63.2% 55.0% 
Non-Compliant N 8 22 14 9 
% 32.0% 51.2% 36.8% 45.0% 
Total N 25 43 38 20 
% 100.0% 100.0% 100.0% 100.0% 
The compliance differences identified in Table 5.38 are graphically represented in 
Figure 5.21 below. 
 
Figure ‎5.21: VAT Non-Compliance per Education Group 
To confirm the contradictory finding from the descriptive analysis done, the statistical 
analysis (Table 5.39) did not support it as no statistically significant difference in the 
levels of VAT compliance between the respective education groups was found. 
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Table ‎5.39: Statistical Analysis of Information (VAT: Education) 
Factor Pearson’s Chi-square Test 
X² Df p 
VAT Compliant 2.996ᵃ 3 0.392 
a. 0 cells (0.0%) have expected count less than 5. The minimum expected count is 8.41. 
 VAT compliance and province 5.5.2.6
The results of this study (Table 5.40 and Figure 5.22) suggest that there are 
significant differences between the levels of compliance of small business owners in 
the respective provinces. The Northern Cape was identified as the province with the 
highest level of compliance, while the Limpopo province was identified as the 
province with the lowest level of compliance. These findings differ from those of a 
previous South African study (McGee & Ross, 2014) that found that the Northern 
Cape is the least opposed to tax evasion. 
 
The number of respondents per province influences the conclusion that can be 
reached and results in the assumptions of the Pearson’s Chi-square test not being 
met, therefore no inferential analysis can be done. 
.
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Table ‎5.40: Province and VAT Compliance 
 Province 
Eastern 
Cape 
Free 
State 
Gauteng KwaZulu- 
Natal 
Limpopo Mpumalanga Northern 
Cape 
North 
West 
Western 
Cape 
VAT COMPLIANT 
Compliant N 12 3 12 11 5 3 14 4 9 
% 60.0% 50.0% 44.4% 47.8% 41.7% 75.0% 87.5% 66.7% 75.0% 
Non-
Compliant 
N 8 3 15 12 7 1 2 2 3 
% 40.0% 50.0% 55.6% 52.2% 58.3% 25.0% 12.5% 33.3% 25.0% 
Total N 20 6 27 23 12 4 16 6 12 
% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
The differences identified in Table 5.40 are graphically represented in Figure 5.22 below. 
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Figure ‎5.22: VAT Non-Compliance per Province 
 VAT compliance and area 5.5.2.7
When considering the significance of the area as a demographic factor when 
evaluating tax compliance, the finding of this study indicates that non-compliance of 
VAT is the highest in rural areas (Table 5.41 and figure 5.23). These findings are 
similar to the findings for income tax (refer to Table 5.17), although it seems that the 
significance is less in the case of VAT with non-compliance in the urban area of 41.9 
per cent compared to the non-compliance in the rural areas of 42.4 per cent. 
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Table ‎5.41: Area and VAT Compliance 
  Area 
Urban Rural 
VAT COMPLIANT 
Compliant N 54 19 
% 58.1% 57.69% 
Non-Compliant N 39 14 
% 41.9% 42.4% 
Total N 93 33 
% 100.0% 100.0% 
The findings of Table 5.41 are illustrated in Figure 5.23 below. 
 
Figure ‎5.23: VAT Non-Compliance per Area 
 
The statistical analysis using Pearson’s Chi-square test (Table 5.42) did not find a 
significant statistical difference in the levels of VAT compliance between the rural 
and urban areas. 
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Table ‎5.42: Statistical Analysis of Information (VAT: Area) 
Factor Pearson’s Chi-square Test 
X² Df p 
VAT Compliant 0.002ᵃ 1 0.961 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 13.88. 
 VAT compliance and business type 5.5.2.8
The results from this study show that small businesses engaged in the service 
industry are more VAT compliant than small businesses who are involved in selling 
goods (Table 5.43 and Figure 5.24). 
Table ‎5.43: Business Type and VAT Compliance 
 Business Type 
Goods Services 
VAT COMPLIANT 
Compliant N 45 28 
% 54.2% 65.1% 
Non-Compliant N 38 15 
% 45.8% 34.9% 
Total N 83 43 
% 100.0% 100.0% 
The results from Table 5.43 are visually presented in Figure 5.24 below. 
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Figure ‎5.24: Vat Non-Compliance per Business Type 
 
In addition to the visual inspection of the results, which indicated differences in the 
level of compliance in the goods and services sector, the results were further 
analysed to determine whether these differences are statistically significant. The 
results provided in Table 5.43 (above) were analysed using Pearson’s Chi-square 
tests (Table 5.44). 
Table ‎5.44: Statistical Analysis of Information (VAT: Business type) 
Factor Pearson’s Chi-square Test 
X² Df p 
VAT Compliant 1.381ᵃ 1 0.240 
a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 18.09. 
 
The statistical analysis did not find a significant statistical difference in the levels of 
VAT compliance between the different business types. 
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 VAT compliance and turnover 5.5.2.9
The World Values survey has determined that in 43 per cent of the countries no 
specific trend could be identified between income level and the aversion to tax 
evasion. An upward trend, where people became less averse to tax evasion as 
income increased, was identified in 30 per cent of the countries. Only in seven per 
cent of the countries was a downward trend identified where people became more 
averse to tax evasion as income increased (McGee, 2012:485). McGee and Ross 
found in their analysis of South African taxpayers’ attitudes that the people most 
opposed to tax evasion are the taxpayers in the middle-income group (McGee & 
Ross, 2014:22). In this study, it was found that the level of compliance increases as 
the turnover of the SMME increases (Table 5.45 and Figure 5.25).  
Table ‎5.45: Turnover and VAT Compliance 
 Turnover 
<R10 000 R10 000 –  
R50 000 
R50 000+ 
VAT COMPLIANT 
Compliant 
N 24 7 5 
% 57.1% 63.6% 83.3% 
Non-Compliant 
N 18 4 1 
% 42.9% 36.4% 16.7% 
Total 
N 42 11 6 
% 100.0% 100.0% 100.0% 
The figure on non-compliance per turnover group (Figure 5.25) indicates that non-
compliance increases as the level of turnover decreases. 
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Figure ‎5.25: VAT Non-Compliance per Turnover Group 
 
To determine the significance of the findings, Pearson’s Chi-square tests were 
performed (Table 5.46). 
 
Table ‎5.46: Statistical Analysis of Information (VAT: Turnover) 
Factor Pearson’s Chi-square Test 
X² Df p 
VAT Compliant 1.553ᵃ 2 0.460 
a. 3 cells (50.0%) have expected count less than 5. The minimum expected count is 2.34. 
 
The statistical analysis did not find a significant statistical difference in the levels of 
VAT compliance between the respective turnover groups. The results of the 
inferential statistics (Pearson’s Chi-square) are provided in Table 5.46. 
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 VAT compliance and profit 5.5.2.10
When analysing profit as a demographic factor, it was found that the highest levels of 
non-compliance are with SMMEs showing a profit of less than R12 500 per annum. 
The VAT compliance increases thereafter as the profit of the entity increases (Table 
5.47). 
 
Table ‎5.47: Profit and VAT Compliance 
 Profit 
<R12 500 R12 500 – 
R70 000 
R70 000+ 
VAT COMPLIANT 
Compliant N 10 36 26 
% 50.0% 54.5% 70.3% 
Non-Compliant N 10 30 11 
% 50.0% 45.5% 29.7% 
Total N 20 66 37 
% 100.0% 100.0% 100.0% 
The findings of Table 5.47 are visually displayed in Figure 5.26 
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Figure ‎5.26: VAT Non-Compliance per Profit Group 
 
The results indicate that compliance is the highest amongst SMMEs with an annual 
profit in excess of R70 000. The level of compliance decreases as the profit level of 
the SMME decreases (Figure 5.26). 
The significance of these differences was considered using Pearson’s Chi-square 
(Table 5.48).  
 
Table ‎5.48: Statistical Analysis of Information (VAT: Profit) 
Factor Pearson’s Chi-square Test 
X² Df p 
VAT Compliant 3.132ᵃ 2 0.209 
 
 
a. 0 cells (0.0%) have expected count less than 5. The minimum expected count is 8.29. 
The statistical analysis did not find a significant statistical difference between the 
levels of VAT compliance and the respective profit groups. 
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 VAT compliance and number of employees 5.5.2.11
When evaluating the number of employees as a demographic variable to determine 
the compliance of the SMME, it was found that an increase in the number of 
employees employed resulted in an increase in levels of compliance (Table 5.49 and 
Figure 5.27). 
Table ‎5.49: Number of Employees and VAT Compliance 
 Number of Employees 
One 2 -5 6+ 
VAT COMPLIANT 
Compliant N 39 8 26 
% 52.7% 53.3% 70.3% 
Non-Compliant N 35 7 11 
% 47.3% 46.7% 29.7% 
Total N 74 15 37 
% 100.0% 100.0% 100.0% 
Figure 5.27 graphically displays the results of Table 5.49. 
 
Figure ‎5.27: VAT Non-Compliance per Number of Employees 
Visual inspection of Figure 5.27 indicates that the levels of non-compliance between 
businesses with five or fewer employees seem to be very similar. Therefore, these 
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results were further analysed to determine whether the differences are statistically 
significant. 
Table 5.50 provides results of the statistically analysed (Pearson’s Chi-square) tests 
that were performed to determine if the number of employees had a significant 
impact on compliance relating to VAT registration. 
Table ‎5.50: Statistical Analysis of Information (VAT: Number of Employees) 
Factor Pearson’s Chi-square Test 
X² Df p 
VAT Compliant 3.272ᵃ 2 0.195 
a. 0 cells (0.0%) have expected count less than 5. The minimum expected count is 6.31. 
The statistical analysis did not find a significant statistical difference in the levels of 
VAT compliance between businesses with varied numbers of employees. 
 
 Summary and conclusion 5.5.3
Descriptive analysis was performed to determine the significance of the differences 
identified. Although differences were identified, none of these differences was found 
to be significant.  
A possible reason for these findings is the low number of respondents that were 
analysed for the descriptive analysis. Applying the VAT registration requirements, 
only 126 respondents were found to be required to register as VAT vendors.  
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5.6 Factors Influencing Payroll Tax Compliance 
 Introduction 5.6.1
The payroll taxes refer to taxes that an enterprise pays due to the employment of 
labour in the business or remuneration paid to members or directors of the 
enterprise. These taxes are Unemployment Insurance Fund (UIF), Employees’ tax 
and Workmen’s Compensation. As the basic requirement for all of these taxes is that 
the business should be an employer, these three taxes will be analysed 
simultaneously to determine the compliance of SMMEs in relation to payroll taxes. 
The ‘Employer’ variable was used to determine if the respondent should register for 
these taxes. 
3 881 respondents did not employee anybody (except themselves) in the business 
and are therefore not required to register for one of these taxes. These respondents 
are excluded from the analysis below. Only 1 827 respondents (32% of the total 
population of respondents) were required to register for these taxes and form the 
population for the analysis performed in this section. 
In the following section, the descriptive and inferential analysis done in accordance 
with the heuristic framework will be presented.  
 
 Unemployment insurance fund 5.6.2
Workers who become unemployed due to termination of employment, illness or 
taking maternity leave are entitled to claim from the unemployment insurance fund 
(RSA Department of Labour 2013). For a worker to qualify for the benefits, the 
employer must pay contributions to the fund. The contributions are calculated as one 
per cent of the gross remuneration payable to the employee. Both the employer and 
the employee are required to pay a one per cent contribution (section 3.3.8). 
All employers are required to submit returns and pay UIF. Registration for UIF takes 
place automatically if the employer is also registered to pay employees’ tax. If the 
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employer is not registered to pay employees’ tax, then registration for UIF takes 
place with the Department of Labour. 
The 1 827 respondents that were required to submit returns were further analysed to 
determine if they did submit returns (and were therefore compliant) or did not submit 
a return (and were therefore non-compliant). Table 5.51 presents the result of the 
analysis. 
Table ‎5.51: UIF Compliant 
 
The effect of factors identified in the heuristic model will be analysed in section 5.6.5. 
 Employees’ tax 5.6.3
Employees’ tax represents an advance payment of tax deducted by the employer 
and paid on behalf of the employee to the South African Revenue Service (SARS, 
2011a). The employees’ tax deducted during the year of assessment from an 
individual’s remuneration will be set off as a credit against the final income tax 
liability of the individual at the end of the year of assessment. 
Employers who employ employees that are liable for normal tax are required to 
register as an employer with the South African Revenue Service (SARS) for 
employees’ tax purposes. An employer is therefore required to deduct employees’ 
tax from their remuneration as well as pay it over to SARS on a monthly basis 
(SARS, 2011b).  
Respondents that employ employees were divided into two groups; those that were 
compliant (submit returns) and those that were non-compliant (did not submit a 
return). Table 5.52 presents the result of the analysis. 
Compliance  N Percentage  
UIF Compliant 471 25.7% 
UIF Non-Compliant 1 404 74.3% 
Total 1 875 100.0% 
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Table ‎5.52: Employees’ Tax Compliant 
Compliance  N Percentage  
Employees’ tax Compliant 360 19.2% 
Employees’ tax Non-Compliant 1515 80.8% 
Total 1875 100.0% 
 Workmen’s compensation fund 5.6.4
The fund provides benefits for employees and their dependants if an employee who, 
because of a workplace accident, is injured, disabled or killed or becomes ill in the 
case of a work-related disease (RSA Compensation for Occupational Injuries and 
Diseases Act of 1993). 
All employers are required to make an annual compulsory contribution to the 
compensation fund. This contribution is calculated based on the remuneration of the 
employees, as indicated on the return, at an assessment rate that is determined on 
assessment. The assessment rate is based on the risks associated with the line of 
work and are reviewed on an annual basis. 
Respondents that should register for WMC were divided into two groups; those that 
were compliant (submit returns) and those that were non-compliant (did not submit a 
return). Table 5.53 presents the result of the analysis. 
Table ‎5.53: Workmen’s Compensation Compliant 
Compliance  N Percentage  
WC Compliant 202 10.8% 
WC Non-Compliant 1 673 89.2% 
Total 1 875 100.0% 
Each demographic factor will now be considered to determine compliance of the 
payroll taxes. 
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 Dependent variable analysis 5.6.5
This section provides an analysis of the tax compliance status for each of the 
independent variables included in the study. 
 Payroll taxes and age of respondents 5.6.5.1
International studies investigating age as a demographic factor on taxpayer 
compliance have found inconsistent results (McGee, 2012: 441; Loo et al., 2010: 
151). Research from the World Values Survey indicates that in the majority of the 
countries (88%) surveyed, older business owners are most likely to be tax compliant. 
Table 5.54 and Figure 5.28 present the results of this study. 
  
191 
 
Table ‎5.54: Age and payroll taxes compliance 
 Age Group 
18 - 24 25 - 34 35 - 49 50 -64 65+ 
UIF COMPLIANT 
Compliant 
N 5 68 229 133 30 
% 3.7% 15.0% 29.8% 31.2% 36.1% 
Non-Compliant 
N 130 384 540 293 53 
% 96.3% 85.0% 70.2% 68.8% 63.9% 
Total 
N 135 452 769 426 83 
% 100.0% 100.0% 100.0% 100.0% 100.0% 
EMPLOYEES’ TAX COMPLIANT 
Compliant 
N 9 44 182 98 24 
% 6.7% 9.7% 23.7% 23.0% 28.9% 
Non-Compliant 
N 126 408 587 328 59 
% 93.3% 90.3% 76.3% 77.0% 71.1% 
Total 
N 135 452 769 426 83 
% 100.0% 100.0% 100.0% 100.0% 100.0% 
WORKMENS COMPENSATION COMPLIANT 
Compliant 
N 2 34 92 58 14 
% 1.5% 7.5% 12.0% 13.6% 16.9% 
Non-Compliant 
N 133 418 677 368 69 
% 98.5% 92.5% 88.0% 86.4% 83.1% 
Total 
N 135 452 769 426 83 
% 100.0% 100.0% 100.0% 100.0% 100.0% 
The results of Table 5.54 are graphically represented in Figure 5.28. 
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Figure ‎5.28: Non-Compliance per Age Group per Payroll Tax 
The findings indicate that for all three payroll taxes, taxpayer compliance increases 
with age of the business owner. These findings are similar to those of Perumal 
(2008), who found that older taxpayers are the most compliant. The analysis clearly 
indicates that the greatest risk of non-compliance is within the age group of eighteen 
(18) to twenty-four (24) years.  
Although the visual inspection of the results indicates that there are differences in the 
compliance between different age groups, the results were further analysed to 
determine if these differences are statistically significant.  
Table 5.55 provided results of the statistical analyses (Pearson’s Chi-square) that 
were performed to determine if age had a significant impact on compliance relating 
to payroll taxes. 
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Table ‎5.55: Statistical Analysis of Information (Payroll Taxes: Age) 
Tax type Pearson’s Chi-square Test 
X² Df p 
UIF Compliant 80.344ᵃ 4 0.000 *** 
Employees’ tax Compliant 58.822ᵃ 4 0.000 *** 
Workmen’s Compensation Compliant 25.111ᵃ 4 0.000 *** 
***p<0.001 very highly significant 
ᵃ0 cells (0%) have expected count less than 5. 
 
The statistical analysis found very highly significant statistical differences between 
the age groups for all three types of payroll tax, with the non-compliance risk highest 
amongst younger business owners.   
The South African Revenue Service in their on-going efforts to increase compliance 
amongst taxpayers could thus focus their limited resources on the younger group of 
business owners as the findings of this study clearly indicate that the risk of non-
compliance is the greatest in this group. 
 Payroll tax and gender 5.6.5.2
Divergent results have been found when considering gender as a compliance factor. 
From the results of this study (Table 5.56 and Figure 5.29), it seems that there is 
very little difference in the compliance behaviour of males and females in relation to 
Employees’ Tax and Workmen’s Compensation. For UIF compliance, it seems 
females are more compliant than their male counterparts.  
The results for Employees’ Tax and Workmen’s Compensation are in agreement 
with the findings of Jackson & Milliron (1986), who found that gender did not have a 
significant impact on tax compliance. 
The results for UIF confirm studies that indicated that women are more compliant in 
general (Dollar et al., 2001: Swamy et al., 2001; Jackson & Milliron, 1986; Torgler & 
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Valev, 2010). This differing finding supports the argument that no clear conclusion 
can be made on the effect of gender on tax compliance. 
Table ‎5.56: Gender and Payroll Taxes Compliance 
 Gender 
Male Female 
UIF COMPLIANT 
Compliant N 259 212 
% 23.6% 27.3% 
Non-Compliant N 839 565 
% 76.4% 72.7% 
Total N 1 098 777 
% 100.0% 100.0% 
EMPLOYEES’ TAX COMPLIANT 
Compliant N 209 151 
% 19.0% 19.4% 
Non-Compliant N 889 626 
% 81.0% 80.6% 
Total N 1 098 777 
% 100.0% 100.0% 
WORKMENS COMPENSATION COMPLIANT 
Compliant N 119 83 
% 10.8% 10.7% 
Non-Compliant N 979 694 
% 89.2% 89.3% 
Total N 1 098 777 
% 100.0% 100.0% 
Figure 5.29 clearly indicates the differences identified in Table 5.56 
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Figure ‎5.29: Non-Compliance per Gender Group per Payroll Tax 
The visual comparison of the results between male and females indicates that there 
are no significant differences between the two groups and therefore the results were 
further analysed to determine the significance of the differences. The results 
provided in table 5.56 (above) were statistically analysed using Pearson’s Chi-
square tests (refer to table 5.57 below). 
Table ‎5.57: Statistical Analysis of Information (Payroll Taxes: Gender) 
Factor Pearson’s Chi-square Test 
X² Df p 
UIF Compliant 3.305ᵃ 1 0.069 
Employees’ tax Compliant 0.047ᵃ 1 0.829 
Workmen’s Compensation Compliant 0.011ᵃ 1 0.915 
ᵃ0 cells (0%) have expected count less than 5. 
Although the literature (Dollar et al., 2001: Swamy et al., 2001; Jackson & Milliron, 
1986; Torgler & Valev, 2010) indicates that females tend to be more compliant than 
males, this study has shown that there are no significant differences between males 
and females when it comes to payroll tax compliance. 
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 Payroll tax and ethnicity and language 5.6.5.3
In a study by Loo et al., 2010, significant differences were found when ethnicity and 
language as a demographic variable was considered. These differences were 
identified in relation to their attitude towards tax evasion and avoidance. The results 
for ethnicity (Table 5.58 and Figure 5.31) and language (Table 5.59 and Figure 5.32) 
are presented below. 
Table ‎5.58: Ethnicity and Payroll Taxes Compliance 
 Ethnic Group 
Black Non-Black 
UIF COMPLIANT 
Compliant 
N 89 382 
% 8.7% 45.1% 
Non-Compliant 
N 939 465 
% 91.3% 54.9% 
Total 
N 1 028 847 
% 100.0% 100.0% 
EMPLOYEES’ TAX COMPLIANT 
Compliant 
N 72 288 
% 7.0% 34.0% 
Non-Compliant 
N 956 559 
% 93.0% 66.0% 
Total 
N 1 028 847 
% 100.0% 100.0% 
WORKMENS COMPENSATION COMPLIANT 
Compliant 
N 27 175 
% 2.6% 20.7% 
Non-Compliant 
N 1 001 672 
% 97.4% 79.3% 
Total 
N 1 028 847 
% 100.0% 100.0% 
Figure 5.30 visually represents the findings in Table 5.58. 
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Figure ‎5.30: Non-Compliance per Ethnicity Group per Payroll Tax 
Consistent with the findings of McGee and Ross (2014), the risk of non-compliance 
across all three payroll taxes is the greatest in the black ethnicity group. 
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Table ‎5.59: Language and Payroll Taxes Compliance 
 Language 
Nguni European Other 
UIF COMPLIANT 
Compliant 
N 38 389 44 
% 7.9% 44.4% 8.5% 
Non-Compliant 
N 444 487 473 
% 92.1% 55.6% 91.5% 
Total 
N 482 876 517 
% 100.0% 100.0% 100.0% 
EMPLOYEES’ TAX COMPLIANT 
Compliant 
N 32 294 34 
% 6.6% 33.6% 6.6% 
Non-Compliant 
N 450 582 483 
% 93.4% 66.4% 93.4% 
Total 
N 482 876 517 
% 100.0% 100.0% 100.0% 
WORKMENS COMPENSATION COMPLIANT 
Compliant 
N 12 175 15 
% 2.5% 20.0% 2.9% 
Non-Compliant 
N 470 701 502 
% 97.5% 80.0% 97.1% 
Total 
N 482 876 517 
% 100.0% 100.0% 100.0% 
The compliance differences identified in Table 5.59 are graphically represented in 
Figure 5.31 below. 
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Figure ‎5.31: Non-Compliance per Language Group per Payroll Tax 
Figure 5.31 shows that the greatest risk of non-compliance is in the Nguni 
respondent group, closely followed by the respondents in the Other group. 
Although differences were noticed for both ethnicity and language in the descriptive 
analysis, these were statistically analysed using Pearson’s Chi-square tests (refer to 
table 5.60 and 5.61 below). 
Table ‎5.60: Statistical Analysis of Information (Payroll Taxes: Ethnicity) 
Factor Pearson’s Chi-square Test 
X² Df p 
UIF Compliant 327.878ᵃ 1 0.000 *** 
Employees’ tax Compliant 157.126ᵃ 1 0.000 *** 
Workmen’s Compensation Compliant 218.193ᵃ 1 0.000 *** 
***p<0.001 very highly significant 
ᵃ0 cells (0%) have expected count less than 5. 
The statistical analysis found very highly significant statistical differences between 
the levels of payroll tax compliance in the respective ethnic groups. 
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Table ‎5.61: Statistical Analysis of Information (Payroll taxes: Language) 
Factor Pearson’s Chi-square Test 
X² Df p 
UIF Compliant 325.182ᵃ 2 0.000 *** 
Employees’ tax Compliant 218.593ᵃ 2 0.000 *** 
Workmen’s Compensation Compliant 144.932ᵃ 2 0.000 *** 
***p<0.001 very highly significant 
ᵃ0 cells (0%) have expected count less than 5. 
The statistical analysis found very highly significant statistical differences between 
the three language groups identified. The results indicate that business owners in the 
Nguni language group are most likely to be payroll tax non-compliant with the 
European language group being the most payroll tax compliant. 
 Payroll taxes and marital status 5.6.5.4
The findings from this study (table 5.62 and figure 5.32 below) indicate that married 
respondents were more than double as compliant as single respondents. This is 
consistent with the findings of a previous study that found that married people were 
more compliant than single respondents (McGee, 2012:475). 
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Table ‎5.62: Marital Status and Payroll Taxes Compliance 
 Marital Status 
Married Single 
UIF COMPLIANT 
Compliant 
N 387 84 
% 33.5% 11.7% 
Non-Compliant 
N 769 635 
% 66.5% 88.3% 
Total 
N 1 156 719 
% 100.0% 100.0% 
EMPLOYEES’ TAX COMPLIANT 
Compliant 
N 295 65 
% 25.5% 9.0% 
Non-Compliant 
N 861 654 
% 74.5% 91.0% 
Total 
N 1 156 719 
% 100.0% 100.0% 
WORKMENS COMPENSATION COMPLIANT 
Compliant 
N 160 42 
% 13.8% 5.8% 
Non-Compliant 
N 996 677 
% 86.2% 94.2% 
Total 
N  1156 719 
% 100.0% 100.0% 
The findings of Table 5.62 are illustrated in Figure 5.32 below. 
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Figure ‎5.32: Non-Compliance per Marital Status Group per Payroll Tax 
The results of this study agree with the findings of McGee that the highest risk of 
non-compliance is in the single respondents. Further to the visual analysis of the 
data, the results were further analysed to determine if these differences are 
statistically significant. The results provided in table 5.62 (above) were statistically 
analysed using Pearson’s Chi-square tests (refer to table 5.63 below). 
Table ‎5.63: Statistical Analysis of Information (Payroll Taxes: Marital Status) 
Factor Pearson’s Chi-square Test 
X² Df p 
UIF Compliant 111.943ᵃ 1 0.000 *** 
Employees’ tax Compliant 77.592ᵃ 1 0.000 *** 
Workmen’s Compensation Compliant 29.509ᵃ 1 0.000 *** 
 
***p<0.001 very highly significant 
ᵃ0 cells (0%) have expected count less than 5. 
The statistical analysis found very highly significant statistical differences between 
married and single respondent groups for all the payroll taxes under review. 
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 Payroll taxes and education  5.6.5.5
McGee (2012:451) found that the higher the level of education, the more averse the 
respondent is to tax evasion. This study confirms these results, which indicates that 
the compliance increases with the level of education. Table 5.64 indicates that 
respondents with post-secondary education are the most tax compliant for all payroll 
taxes, with non-compliance being the highest in the respondent group with only a 
primary-school education. 
Table ‎5.64: Education and Payroll Taxes Compliance 
 Education 
Primary 
School 
Some 
Secondary 
School 
Completed 
Secondary 
School 
Post 
Secondary 
School 
UIF COMPLIANT 
Compliant 
N 6 46 172 247 
% 4.1% 8.1% 25.8% 49.6% 
Non-Compliant 
N 140 519 494 251 
% 95.9% 91.9% 74.2% 50.4% 
Total 
N 146 565 666 498 
% 100.0% 100.0% 100.0% 100.0% 
EMPLOYEES’ TAX COMPLIANT 
Compliant 
N 6 50 131 173 
% 4.1% 8.8% 19.7% 34.7% 
Non-Compliant 
N 140 515 535 325 
% 95.9% 91.2% 80.3% 65.3% 
Total 
N 146 565 666 498 
% 100.0% 100.0% 100.0% 100.0% 
WORKMENS COMPENSATION COMPLIANT 
Compliant 
N 4 15 62 121 
% 2.7% 2.7% 9.3% 24.3% 
Non-Compliant 
N 142 550 604 377 
% 97.3% 97.3% 90.7% 75.7% 
Total 
N 146 565 666 498 
% 100.0% 100.0% 100.0% 100.0% 
The results from Table 5.64 are visually presented in Figure 5.33 below. 
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Figure ‎5.33: Non-Compliance per Education Group per Payroll Tax 
Figure 5.33 indicates that the highest risk of non-compliance is in the primary-
schooling respondent group, which is consistent with the findings of previous studies. 
The results of the statistical analysis using Pearson’s Chi-square tests are provided 
in table 5.65. 
Table ‎5.65: Statistical Analysis of Information (Payroll Taxes: Education) 
Factor Pearson’s Chi-square Test 
X² Df p 
UIF Compliant 279.667ᵃ 3 0.000 *** 
Employees’ tax Compliant 138.053ᵃ 3 0.000 *** 
Workmen’s Compensation Compliant 144.778ᵃ 3 0.000 *** 
***p<0.001 very highly significant 
ᵃ0 cells (0%) have expected count less than 5. 
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The statistical analysis found very highly significant statistical differences between 
the levels of education of the respondent groups for all three payroll taxes, indicating 
that compliance improvement polices should focus on business owners with lower 
levels of education. 
 Payroll taxes and province 5.6.5.6
The results of this study where province as the demographic factor was analysed are 
summarised in table 5.66 below. The findings show that the Northern Cape is the 
most compliant province in terms of all three payroll taxes, with the North-West 
province being the least compliant. This is inconsistent with the findings of McGee 
(2012), who found that the Western Cape is the most opposed to tax evasion and 
the Northern Cape the least opposed to tax evasion. 
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Table ‎5.66: Province and Payroll Taxes Compliance 
 Province 
Eastern 
Cape 
Free 
State 
Gauteng KwaZulu- 
Natal 
Limpopo Mpumalanga Northern 
Cape 
North 
West 
Western 
Cape 
UIF COMPLIANT 
Compliant 
N 38 34 140 50 29 50 38 29 63 
% 21.8% 30.6% 26.4% 20.8% 22.0% 29.1% 38.8% 17.3% 25.2% 
Non-Compliant 
N 136 77 390 190 103 122 60 139 187 
% 78.2% 69.4% 73.6% 79.2% 78.0% 70.9% 61.2% 82.7% 74.8% 
Total 
N 174 111 530 240 132 172 98 168 250 
% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
EMPLOYEES’ TAX COMPLIANT 
Compliant 
N 37 17 103 52 18 23 28 21 61 
% 21.3% 15.3% 19.4% 21.7% 13.6% 13.4% 28.6% 12.5% 24.4% 
Non-Compliant 
N 137 94 427 188 114 149 70 147 189 
% 78.7% 84.7% 80.6% 78.3% 86.4% 86.6% 71.4% 87.5% 75.6% 
Total 
N 174 111 530 240 132 172 98 168 250 
% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
WORKMENS COMPENSATION COMPLIANT 
Compliant 
N 19 12 59 28 7 15 18 12 32 
% 10.9% 10.8% 11.1% 11.7% 5.3% 8.7% 18.4% 7.1% 12.8% 
Non-Compliant 
N 155 99 471 212 125 157 80 156 218 
% 89.1% 89.2% 88.9% 88.3% 94.7% 91.3% 81.6% 92.9% 87.2% 
Total 
N 174 111 530 240 132 172 98 168 250 
% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
 
The findings of Table 5.66 are visually displayed in Figure 5.34. 
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Figure ‎5.34: Non-Compliance per Province per Payroll Tax 
As indicated in the statistical tests, there does not seem to be a significant difference 
in the compliance level between the different provinces. From the results when 
analysing the three different payroll taxes it can be seen that the respondents in all 
nine provinces are least likely to comply with the workmen’s compensation fund. 
Although the visual inspection of the results did indicate that differences exist 
between the compliance levels of the respective provinces, these results were 
further analysed to determine if these differences are statistically significant. 
The results provided in table 5.66 (above) were statistically analysed using 
Pearson’s Chi-square tests (refer to table 5.67 below). 
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Table ‎5.67: Statistical Analysis of Information (Payroll Taxes: Province) 
Factor Pearson’s Chi-square Test 
X² Df p 
UIF Compliant 22.959ᵃ 8 0.003** 
Employees’ tax Compliant 23.684ᵃ 8 0.003** 
Workmen’s Compensation Compliant 14.388ᵃ 8 0.072   
* p<0.05 significant 
* p<0.01 highly significant 
ᵃ0 cells (0%) have expected count less than 5. 
The statistical analysis did not find a significant statistical difference in the levels of 
compliance between the respective provinces. 
 Payroll taxes and area 5.6.5.7
The findings of this study indicate that non-compliance of the payroll taxes is the 
highest in rural areas (Table 5.68 and Figure 5.35). 
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Table ‎5.68: Area and Payroll Taxes Compliance 
  Area 
Urban Rural 
UIF COMPLIANT 
Compliant 
N 440 31 
% 29.8% 7.8% 
Non-Compliant 
N 1038 366 
% 70.2% 92.2% 
Total 
N 1478 397 
% 100.0% 100.0% 
EMPLOYEES' TAX COMPLIANT 
Compliant 
N 341 19 
% 23.1% 4.8% 
Non-Compliant 
N 1137 378 
% 76.9% 95.2% 
Total 
N 1478 397 
% 100.0% 100.0% 
WORKMENS COMPENSATION COMPLIANT 
Compliant 
N 187 15 
% 12.7% 3.8% 
Non-Compliant 
N 1291 382 
% 87.3% 96.2% 
Total 
N 1478 397 
% 100.0% 100.0% 
Figure 5.35 graphically displays the results of Table 5.68. 
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Figure ‎5.35: Non-Compliance per Area per Payroll Tax 
The risk of non-compliance is the highest in the rural areas, possibly because there 
is a lack of compliance inspections in rural areas. The results provided in table 5.68 
(above) were statistically analysed using Pearson’s Chi-square tests (refer to table 
5.69 below). 
Table ‎5.69: Statistical Analysis of Information (Payroll Taxes: Area) 
Factor Pearson’s Chi-square Test 
X² Df p 
UIF Compliant 80.241ᵃ 1 0.000 *** 
Employees’ tax Compliant 67.450ᵃ 1 0.000 *** 
Workmen’s Compensation Compliant 25.636ᵃ 1 0.000 *** 
***p<0.001 very highly significant 
ᵃ0 cells (0%) have expected count less than 5. 
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The statistical analysis found very highly significant statistical differences in the 
compliance levels of the payroll taxes between respondents in the urban and rural 
group. 
 Payroll taxes and business type 5.6.5.8
The SMME respondents in this study were grouped according to their type of activity, 
namely either the supply of a service or selling of goods. When evaluating 
(Table 5.70) compliance against this specific demographic factor, the service 
industry proved to be more compliant across all three payroll taxes. 
Table ‎5.70: Business Type and Payroll Taxes Compliance 
 Business Type 
Goods Services 
UIF COMPLIANT 
Compliant 
N 155 316 
% 15.2% 36.8% 
Non-Compliant 
N 862 542 
% 84.8% 63.2% 
Total 
N 1 017 858 
% 100.0% 100.0% 
EMPLOYEES’ TAX COMPLIANT 
Compliant 
N 127 233 
% 12.5% 27.2% 
Non-Compliant 
N 890 625 
% 87.5% 72.8% 
Total 
N 1 017 858 
% 100.0% 100.0% 
WORKMENS COMPENSATION COMPLIANT 
Compliant 
N 62 140 
% 6.1% 16.3% 
Non-Compliant 
N 955 718 
% 93.9% 83.7% 
Total 
N 1 017 858 
% 100.0% 100.0% 
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The results of Table 5.70 are graphically represented in Figure 5.36. 
 
Figure ‎5.36: Non-Compliance per Business Type per Payroll Tax 
Figure 5.36 indicates a higher level of non-compliance in the SMME sector where 
goods are supplied versus enterprises in the services sector. The above analysis of 
the results indicates that there are differences in the compliance between the goods 
and services sector. These results were further analysed to determine if these 
differences are statistically significant. 
Table 5.71 provided results of the statistically analysed (Pearson’s Chi-square) tests 
that were performed to determine if the type of business had a significant impact on 
compliance relating to payroll taxes. 
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Table ‎5.71: Statistical Analysis of Information (Payroll taxes: Business type) 
Factor Pearson’s Chi-square Test 
X² Df p 
UIF Compliant 115.314ᵃ 1 0.000 *** 
Employees’ tax Compliant 50.573ᵃ 1 0.000 *** 
Workmen’s Compensation Compliant 64.545ᵃ 1 0.000 *** 
***p<0.001 very highly significant 
ᵃ0 cells (0%) have expected count less than 5. 
The statistical analysis found very highly significant statistical differences in the level 
of compliance of payroll taxes between the SMMEs in the services and products 
industry respectively. 
 Payroll taxes and turnover 5.6.5.9
Turnover of the SMME as indicator for compliance has shown that the level of 
compliance increases as the turnover of the business increase. The results of the 
analysis per turnover group are summarised in table 5.72 below. 
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Table ‎5.72: Turnover and Payroll Taxes Compliance 
 Turnover 
<R10 000 R10 000 –  
R50  000 
R50 000+ 
UIF COMPLIANT 
Compliant 
N 20 93 103 
% 5.1% 27.3% 60.6% 
Non-Compliant 
N 376 248 67 
% 94.9% 72.7% 39.4% 
Total 
N 396 341 170 
% 100.0% 100.0% 100.0% 
EMPLOYEES’ TAX COMPLIANT 
Compliant 
N 20 66 80 
% 5.1% 19.4% 47.1% 
Non-Compliant 
N 376 275 90 
% 94.9% 80.6% 52.9% 
Total 
N 396 341 170 
% 100.0% 100.0% 100.0% 
WORKMENS COMPENSATION COMPLIANT 
Compliant 
N 9 28 60 
% 2.3% 8.2% 35.3% 
Non-Compliant 
N 387 313 110 
% 97.7% 91.8% 64.7% 
Total 
N 396 341 170 
% 100.0% 100.0% 100.0% 
Figure 5.37 clearly indicates the differences identified in Table 5.72. 
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Figure ‎5.37: Non-Compliance per Turnover Group per Payroll Tax 
The visual inspection in Figure 5.37 of the results indicates that the risk of non-
compliance is the greatest in the lowest turnover group and that the risk of non-
compliance significantly decreases with the increase in turnover. These results were 
statistically analysed using Pearson’s Chi-square tests (refer to table 5.73 below). 
Table ‎5.73: Statistical Analysis of Information (Payroll Taxes: Turnover) 
Factor Pearson’s Chi-square Test 
X² Df p 
UIF Compliant 205.804ᵃ 2 0.000 *** 
Employees’ tax Compliant 140.779ᵃ 2 0.000 *** 
Workmen’s Compensation Compliant 139.321ᵃ 2 0.000 *** 
***p<0.001 very highly significant 
ᵃ0 cells (0%) have expected count less than 5. 
The statistical analysis found very highly significant statistical differences between 
the turnover of the business and the entity’s compliance with payroll taxes. 
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 Payroll taxes and profit 5.6.5.10
The results of this study when analysing profit as a demographic factor are provided 
in table 5.74 and figure 5.38 below. According to these findings, businesses in the 
profit group of R12 500 to R70 000 per annum are most likely to be tax compliant, 
with business earning a profit of less than R12 500 being the least likely to be tax 
compliant.  
Table ‎5.74: Profit and Payroll Taxes Compliance 
 Profit 
<R12 500 R12 500 – 
R70  000 
R70 000+ 
UIF COMPLIANT 
Compliant 
N 84 110 25 
% 12.5% 51.2% 78.1% 
Non-Compliant 
N 588 105 7 
% 87.5% 48.8% 21.9% 
Total 
N 672 215 32 
% 100.0% 100.0% 100.0% 
EMPLOYEES’ TAX COMPLIANT 
Compliant 
N 66 78 19 
% 9.8% 36.3% 59.4% 
Non-Compliant 
N 606 137 13 
% 90.2% 63.7% 40.6% 
Total 
N 672 215 32 
% 100.0% 100.0% 100.0% 
WORKMENS COMPENSATION COMPLIANT 
Compliant 
N 31 51 16 
% 4.6% 23.7% 50.0% 
Non-Compliant 
N 641 164 16 
% 95.4% 76.3% 50.0% 
Total 
N 672 215 32 
% 100.0% 100.0% 100.0% 
The differences identified in Table 5.74 are clearly illustrated in Figure 5.38 below. 
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Figure ‎5.38: Non-Compliance per Profit Group per Payroll Tax 
Figure 5.38 clearly indicates that the risk of non-compliance is the highest in the 
lowest profit group. The respondents in the highest profit group (R70 000+) show 
remarkably high compliance across all payroll taxes. The analysis of the data 
showed differences in the compliance of the different profit groups. These results 
were further analysed to determine if these differences are statistically significant. 
The results provided in table 5.74 (above) were statistically analysed using 
Pearson’s Chi-square tests (refer to table 5.75 below) to determine if profit had a 
significant impact on compliance. 
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Table ‎5.75: Statistical Analysis of Information (Payroll Taxes: Profit) 
Factor Pearson’s Chi-square Test 
X² Df p 
UIF Compliant 187.985ᵃ 2 0.000 *** 
Employees’ tax Compliant 116.277ᵃ 2 0.000 *** 
Workmen’s Compensation Compliant 117.542ᵃ 2 0.000 *** 
***p<0.001 very highly significant 
ᵃ0 cells (0%) have expected count less than 5. 
The statistical analysis found very highly significant statistical differences between 
the profit levels of the enterprise for all the payroll taxes under review.  
 Payroll taxes and number of employees 5.6.5.11
As payroll taxes are directly related to the number of employees, this will be an 
important demographic variable to consider. The findings from this study 
(Table 5.76) indicate that the level of compliance is the highest in the businesses 
with two (2) to five (5) employees. Non-compliance is the highest with business with 
only one employee. 
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Table ‎5.76: Number of Employees and Payroll Taxes Compliance 
 Number of Employees 
One 2 – 5 6+ 
UIF COMPLIANT 
Compliant 
N 72 217 182 
% 9.7% 25.4% 65.5% 
Non-Compliant 
N 669 639 96 
% 90.3% 74.6% 34.5% 
Total 
N 741 856 278 
% 100.0% 100.0% 100.0% 
EMPLOYEES’ TAX COMPLIANT 
Compliant 
N 59 172 129 
% 8.0% 20.1% 46.4% 
Non-Compliant 
N 682 684 149 
% 92.0% 79.9% 53.6% 
Total 
N 741 856 278 
% 100.0% 100.0% 100.0% 
WORKMENS COMPENSATION COMPLIANT 
Compliant 
N 19 94 89 
% 2.6% 11.0% 32.0% 
Non-Compliant 
N 722 762 189 
% 97.4% 89.0% 68.0% 
Total 
N 741 856 278 
% 100.0% 100.0% 100.0% 
The results from Table 5.76 are visually presented in Figure 5.39. 
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Figure ‎5.39: Non-Compliance per Number of Employees per Payroll Tax 
 
Figure 5.39 clearly indicates a decrease in non-compliance for enterprises with six or 
more employees. The results provided in table 5.76 (above) were statistically 
analysed using Pearson’s Chi-square tests (refer to table 5.77 below). 
Table ‎5.77: Statistical Analysis of Information (Payroll Taxes: Number of Employees 
Factor Pearson’s Chi-square Test 
X² Df p 
UIF Compliant 334.093ᵃ 2 0.000 *** 
Employees’ tax Compliant 193.367ᵃ 2 0.000 *** 
Workmen’s Compensation Compliant 182.470ᵃ 2 0.000 *** 
***p<0.001 very highly significant 
ᵃ0 cells (0%) have expected count less than 5. 
The statistical analysis found very highly significant statistical differences between 
the number of employees groups for all the payroll tax compliance investigated. 
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 Summary and conclusion 5.6.6
This study has found that various demographic factors have a significant influence 
on the registration compliance of the payroll taxes. The influence of these factors can 
be summarised as follows: 
 The results have shown that for all three payroll taxes, the compliance level 
increases with the age of the business owner. 
 Non-black and European speaking business owners were the most likely to 
meet their obligations towards the registration of the payroll taxes. 
 Higher levels of payroll tax compliance were found among married business 
owners. 
 The education level of the business owners has been identified as a 
significant demographic factor influencing the payroll tax registration 
compliance. The likelihood of compliance increases as the level of education 
increases. 
 The area in which the business operates was also identified as a factor with a 
significant influence on the payroll tax registration compliance, with a higher 
level of non-compliance in the rural areas. 
 Small businesses delivering goods have shown a greater risk of non-
compliance to the registration of the payroll taxes. 
 Turnover was also found to have a significant influence on the compliance 
level of payroll taxes, with the highest risk of non-compliance in businesses 
with a turnover below R10 000. 
 Payroll tax registration compliance was found to increase as the profit of the 
small business increases. 
 The number of employees in the business has a significant influence on the 
payroll tax registration compliance, with the risk decreasing as the number of 
employees increases. 
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Figure ‎5.40: Factors Significantly Influencing Payroll Tax Compliance 
5.7 Conclusion  
The aim of this chapter was to determine if any demographic factors have a 
significant influence on the registration compliance of the small business in respect 
of the selected taxes in South Africa. This was done by firstly determining the tax 
compliance status of respondents for each of the selected taxes. Hereafter, the 
influence of different demographics on the tax compliance status was evaluated.  
This chapter identified various demographic factors that have a significant impact on 
the registration compliance of the small business. Even though these demographic 
factors were analysed separately for the three different tax categories identified, in 
most instances it was found that income tax, VAT and payroll tax share the same 
demographic factors that would either have a positive or negative impact on the 
compliance of the entity.  
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The profiles of the most compliant small business for each of the taxes are provided 
in table 5.78 and those of the least compliant business in table 5.79.  
 
Table ‎5.78: Profile of the Most Compliant Business (Per Tax Type) 
Factor Income tax Value-added 
tax 
Payroll Tax 
UIF PAYE WC 
Age 50 – 64 65+ 65+ 65+ 65+ 
Gender Male Male Female Female Male 
Ethnicity Non-Black Non-Black Non-Black Non-Black Non-Black 
Language European European European European European 
Marital Status Married Single Married Married Married 
Education Post-
secondary 
school 
Primary 
school 
Post-
secondary 
school 
Post-
secondary 
school 
Post-
secondary 
school 
Province Northern 
Cape 
Northern 
Cape 
Northern 
Cape 
Northern 
Cape 
Northern 
Cape 
Area Urban Urban Urban Urban Urban 
Business type Services Services Services Services Services 
Turnover R50 000+ R50 000+ R50 000+ R50 000+ R50 000+ 
Profit R70 000+ R12 500 – R70 
000 
R12 500 – 
R70 000 
R12 500 – 
R70 000 
R12 500 – 
R70 000 
No of Employees 6+ 6+ 6+ 6+ 6+ 
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Table ‎5.79: Profile of the Least Compliant Business (Per Tax Type) 
Factor Income tax Value-added 
tax 
Payroll Tax 
UIF PAYE WC 
Age 18 – 24 18 – 24 18 – 24 18 – 24 18 – 24 
Gender Female Female Male Male Female 
Ethnicity Black Black Black Black Black 
Language Nguni Nguni Nguni Nguni Nguni 
Marital Status Single Married Single Single Single 
Education Primary 
School 
Some 
secondary 
school 
Primary 
School 
Primary 
School 
Primary 
School 
Province Limpopo Limpopo North West North West Limpopo 
Area Rural Rural Rural Rural Rural 
Business type Goods Goods Goods Goods Goods 
Turnover <R10 000 <R10 000 <R10 000 <R10 000 <R10 000 
Profit <R12 500 <R12 500 <R12 500 <R12 500 <R12 500 
No of Employees None None One None None 
 
These profiles can be used by the Revenue authorities to focus their compliance 
efforts on specific entities. Similarly, the profiles can assist tax practitioners to 
identify potentially high-risk customers for which additional compliance verification 
should be introduced.    
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 CHAPTER 6 
CONCLUSION 
6.1 Introduction 
Small, medium and micro enterprises play an important role in economic growth and 
job creation in a country; however, several of these businesses fail before reaching 
their full potential. Studies investigating reasons for SMME failure have identified 
taxes and administration requirements and cost as some of the major challenges 
facing SMMEs. A typical SMME has to comply with the requirements of up to 17 
direct and indirect taxes. Due to the complexity of the tax system as well as the 
administrative burden, many SMMEs choose not to register for any or all taxes 
payable (World Bank, 2007:xi).  
Improving SMME tax compliance has a benefit for the country as it reduces the 
strains on government finance by providing additional sources of income. 
Governments, including South Africa, have recently introduced policies aimed at 
simplifying the compliance process and administrative burden for SMMEs. However, 
several international studies have revealed that businesses elect not to register as 
taxpayers in order to circumvent the tax system. The Organisation for Economic Co-
operation and Development (OECD) has recognised this problem and identified 
registration compliance as the first and most critical compliance outcome in any tax 
system. 
The objective of the study was to determine whether any demographic factors 
influence the registration compliance of a small business for selected taxes levied on 
SMMEs in South Africa. In order to achieve this objective the following research 
question was formulated: 
Which factors have a significant influence on the registration compliance 
of small businesses? 
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The following section provides a summary of the main research findings that were 
obtained during the research process, followed by the answer to the research 
question.  
6.2 Summary of Research Findings 
 Introduction 6.2.1
To achieve the research objectives of the study, two sequential research methods 
were applied. During the first phase of the research, a literature review was 
conducted to develop a heuristic model consisting of two levels. The first level 
describes what tax compliance is and which factors can influence the tax compliance 
behaviour of small businesses. The second level of the heuristic model describes the 
different taxes a small business could be liable for and when it must register for each 
of those taxes.  
 Heuristic model: factors that influence tax compliance by small 6.2.2
business  
In order to describe the first level of the heuristic model the following sub-objective 
was developed: 
Identify factors that could be used to explain compliance behaviour of 
SMMEs 
Considering the compliance points contained in the Compliance Risk Management 
Process as developed by the Organisation for Economic Co-operation and 
Development (OECD), this study elected to focus on the first critical compliance 
outcome, namely registration. This selection was made because non-compliance in 
this area will automatically lead to non-compliance in the other areas. The next step 
in the process was to identify an appropriate framework within which factors 
influencing non-compliance could be described. The literature review revealed that 
the Fischer taxpayer compliance model (Figure 2.3, page 26) complimented by the 
227  
 
Australian Tax Office compliance model (Figure 2.4, page 29) provided an 
appropriate framework for the discussion. These models aim to identify and 
understand taxpayers’ reasons for not complying voluntarily with their tax obligations. 
Numerous studies investigating taxpayer compliance were in agreement that a 
taxpayer’s behaviour is a very complex process and that a taxpayer’s decision 
whether or not to comply is not always confined to only one reason but could be 
found in a combination of economic, sociological and psychological variables.  
Using the Fischer model that predicts that various demographic factors will have an 
influence on taxpayer compliance, demographic factors were identified in the 
literature and these factors were discussed in Chapter 2. The following are the main 
demographic factors identified in several studies: 
 Age: Although the literature indicated contradictory findings as to the influence 
of age as a demographic factor on tax compliance, the majority of the studies 
did indicate that compliance increases with age. 
 Gender: A review of the literature has shown that there is no conclusive 
answer as to whether men or women are the most tax compliant. 
 Ethnicity: This demographic factor was indicated by the literature as having a 
significant effect on the compliance of a taxpayer. In the most recent study, it 
was found that white taxpayers are most opposed to tax evasion. 
 Marital status: In a South African study done in 2014, it was found that 
divorced people are the most opposed to tax evasion followed by married and 
widowed people. These South African results were contradictory to those 
found in the World Values Survey. 
 Education: The literature indicated that the higher the level of education the 
more averse the taxpayer becomes to tax evasion. 
 Province: The Western Cape was identified in the literature as the province 
most opposed to tax evasion, with the Northern Cape being the least opposed 
to tax evasion. 
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 Area classification: Although no study focusing on compliance in rural and 
urban areas was found, previous studies did find compliance differences 
between communities in different geographical areas. 
 Type of business: The business type as demographic factor has not been 
considered in international studies. Previous studies have found that 
businesses with more sophisticated accounting records find it easier to 
comply with the relevant tax legislation. 
 Income level: No discernible trend was identified in the literature between 
income level and aversion to tax evasion.  
These factors formed the basis of the first level of the heuristic model, demographic 
factors that influence tax compliance by SMMEs. 
 Heuristic model: Taxes for which the SMME should register 6.2.3
In order to describe the second level of the heuristic model the following sub-
objective was developed: 
Analyse the different taxes and levies which SMMEs must register for in 
South Africa. 
The first step in the process was to identify the different taxes for which a small 
business could be liable. This analysis revealed several taxes that could be divided 
into the following two groups (Figure 6.1): 
 Registration taxes: Taxes for which the business should register if they meet 
the requirements; and 
 Event taxes: Taxes that are levied on specific transactions. 
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Figure ‎6.1: Types of Taxes 
The next step in developing this level of the heuristic model was to analyse when the 
taxes will be levied as well as the registration requirements of each of the different 
taxes identified in the previous step. The registration requirements for each tax 
formed the basis of the statistical analysis that was conducted in evaluating whether 
small businesses are meeting their registration obligations (Chapter 5). 
 Heuristic model: Applying the factors to taxes  6.2.4
A heuristic model was developed for the purposes of this study by applying the 
findings of the literature review (Figure 6.2). 
  
 
Registration taxes 
Turnover Tax 
Income Tax 
Provisional Tax 
Value Added Tax 
Employees' Tax 
Skills development levy  
Unemployment Insurance Fund 
Occupational injuries and 
diseases  
Securities transfer tax 
 
 
Event taxes 
Transfer duty  
Environmental levies 
Customs and excise duties 
Donations tax 
Estate duty 
Air departure tax 
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Figure ‎6.2: Heuristic Model 
Because a business does not have to register for transaction taxes, these taxes 
were excluded from the remainder of the study.  
 Primary research 6.2.5
A statistical analysis was performed to determine whether the factors included in the 
heuristic model (independent variables) have a significant influence on tax 
compliance of SMMEs (the dependent variable).  
A statistical analysis process was followed in order to achieve the third sub-objective 
of the study: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Age 
 Gender 
Ethnicity & Language 
Marital status 
Education 
Province 
Area 
Business type 
Turnover 
Profit 
Number of employees 
 
 
 
 
 
  
Registation taxes 
Transaction taxes 
231  
 
Analyse an SMMEs compliance status using its demographic profile to 
determine whether any of these factors significantly influence non-
compliance.  
The first step in the process of achieving this objective was to determine the 
registration status of each respondent based on the registration criteria identified in 
the development of the heuristic model for each of the taxes included in the revised 
heuristic model.  
Based on this registration status of each respondent the demographic factor included 
in the survey was analysed using Pearson’s Chi-square tests to determine if it had a 
significant influence on the SMMEs registration compliance. Table 6.1 provides a 
summary of the significance of each factor for each of the taxes included in the 
survey. 
 
Table ‎6.1: Significance of Demographic Factors for Different Taxes 
Significance of 
factor 
Income tax 
Value-added 
tax 
Payroll Tax 
UIF PAYE WC 
Age Very highly 
significant 
difference 
No 
significant 
difference 
Very highly 
significant 
Very highly 
significant 
Very highly 
significant 
Gender Very highly 
significant 
difference 
No 
significant 
difference 
No significant 
difference 
No significant 
difference 
No 
significant 
difference 
Ethnicity Very highly 
significant 
difference 
Highly 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Language Very highly 
significant 
difference 
Highly 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Marital Status Very highly 
significant 
difference 
No 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
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Significance of 
factor 
Income tax 
Value-added 
tax 
Payroll Tax 
UIF PAYE WC 
Education Very highly 
significant 
difference 
No 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Province Very highly 
significant 
difference 
No 
significant 
difference 
Highly 
significant 
difference 
Highly 
significant 
difference 
No 
significant 
difference 
Area Very highly 
significant 
difference 
No 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Business type Very highly 
significant 
difference 
No 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Turnover Very highly 
significant 
difference 
No 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Profit Very highly 
significant 
difference 
No 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
No of 
Employees 
Very highly 
significant 
difference 
No 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
Very highly 
significant 
difference 
 
The results of the analysis revealed that the majority of the factors included in the 
heuristic model were significantly influencing the compliance behaviour of small 
business statistically. The profiles of the most and least compliant small businesses 
are provided in figure 6.3. 
6.3 Conclusion 
The objective of the study was to determine whether any demographic factors 
influence the registration compliance of a small business for selected taxes levied in 
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South Africa on SMMEs. This chapter has described the research process followed 
to answer the research question of the study: 
Which factors have a significant influence on the registration compliance 
of small businesses? 
The literature review was used to develop the heuristic model and the primary 
research used to evaluate the heuristic model based on data obtained from small 
businesses. The results are that several factors do significantly influence tax 
registration compliance by small businesses.  
The study did however reveal that different factors influence registration compliance 
for different taxes differently; however, the most and least compliant businesses for 
most of the taxes share several similar characteristics. By considering all the factors 
and the registration compliance status for all the taxes, a profile of the overall most 
and least compliant businesses can be created (Figure 6.3). 
Figure ‎6.3: Profile of Overall Most and Least Compliant Businesses 
Most registration compliant 
small business 
•owner is 65 years of age or older 
•owner is married 
•owner has a post-secondary school 
qualifaction 
•business activities are  in the Northern 
Cape  
•the business is operated in an urban 
area 
•the business provides a service 
•the business has a turnover of more 
than R50 000 
•the business has 6 or more employees 
 
 
 
Least registration compliant 
small business 
•owner is younger than 25 years of age 
•owner is single 
•owner only has a primary school 
education 
•the business trades in a rural area 
•the business sells goods  
•the business has a turnover of less than 
R10 000  
•the business has a profit of  less than 
R12 500 
•the business has no employees 
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This profile can therefore be used by the South African Revenue Service to focus 
their efforts to increase compliance on SMMEs. Focusing on business that 
traditionally has a low compliance profile can result in a more effective use of 
resources.  
The profiles developed in this study can also assist tax practitioners to identify clients 
who pose a high risk for their own practices and where additional compliance 
verification procedures should be introduced.  
The study identified various demographic factors that have a significant impact on 
the registration compliance of the small business. The demographic factors were 
analysed separately for the three different tax categories identified. The results then 
indicated that in the majority of the findings all three tax categories share the same 
demographic factors that would either have a positive or negative impact on the 
compliance of the entity. A profile for the most compliant business type (per tax type) 
as well as a profile for the least compliant business (per tax type) was compiled in 
section 5.7. 
6.4 Future Research 
In this study, data from the Finscope 2010 survey was used for analytical purposes. 
During the last couple of years government has made some changes to the tax 
system aimed at reducing the tax and administration burden on small business. A 
study using data obtained subsequent to these changes will be able to identify 
whether these changes have had any significant effect on the non-compliance profile 
of the SMMEs. 
This study focused on the registration compliance of small businesses. Future 
research could evaluate the other compliance outcomes identified in the OECD 
Compliance Risk Management Process model to determine compliance behaviour 
related to filing, reporting and payment of taxes by the small businesses.  
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